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Inspiration Resources Corporation is a diversified natural resources company with 
interests in products and services for agriculture and the mining of base and precious 
metals and coal. Its subsidiaries include Terra International, Inc., Inspiration Consolidated 
Copper Company, Hudson Bay Mining and Smelting Co., Limited, and Inspiration Coal Inc. 
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INSPIRATION 


1985 Total Revenues 
$11 billion 


Agribusiness 


Mining 
Revenues: $588 million 


Revenues: $492 million 


Terra International, Inc. Inspiration Consolidated Copper 
Company 
Inspiration Mines Inc. 
Hudson Bay Mining 
and Smelting Co., Limited 
Inspiration Coal Inc. 


For Inspiration Resources Corpora- 
tion, 1985 was a pivotal year. 


Faced with the prospect of continu- 
ing depressed metals prices and in- 
creased interest charges, we under- 
took significant actions intended to 
strengthen our financial position, re- 
duce operating costs and enhance 
the Corporation’s prospects for 
profitability in 1986. 


Our restructuring efforts continued in 
early 1986, and as of this date, we 
have achieved the following results: 


@ A 47 percent reduction of our con- 
solidated debt, from $429 million 
at the beginning of 1985 to $226 
million at year end, primarily as 
a result of the proceeds from the 
Sale of our interest in Danville Re- 
sources, Inc. and related assets. 


Although we substantially reduced 
our net worth, we restructured our 
balance sheet to reflect more ac- 
curately the economic realities of 
our businesses. The Corporation 
absorbed $142.2 million in after-tax 
unusual charges primarily related 


to property abandonments and the 
economic impairment of various 
mining assets. 


e A substantial reduction of operat- 
ing costs as a result of numerous 
productivity improvements and a 
production change at our Inspira- 
tion Consolidated Copper Com- 
pany unit. 


® Successful assimilation of recently 
acquired retail operations by our 
Terra International subsidiary that 
has made Terra a greater force in 
the distribution of agricultural in- 
dustry products and services. 


Our restructuring activities have not 
occurred without a price. We in- 
curred a net loss after unusual items 
of $291.4 million in 1985, compared 
with a net loss of $101.3 million in 


1984. Losses from continuing opera- 
tions before restructuring charges in- 
creased to $74 million from $59.3 
million in 1984. In addition, results in- 
cluded $75.2 million of losses from 
discontinued operations in 1985, 
compared with $26.5 million in 1984. 


Impact of the Danville 

Resources transaction 

The sale of our interest in Danville 
Resources, Inc. and related assets 
to Plain Holdings B.V., a wholly 
owned subsidiary of Minerals and 
Resources Corporation Limited 
(Minorco), for $215 million in cash re- 
sulted in a substantial improvement 
of the Corporation's balance sheet. 
Nearly all the proceeds were used to 
reduce our debt. The sale also elimi- 
nated $675 million of Danville debt 
carried on IRC's consolidated bal- 
ance sheet as of January 1, 1985 
and allowed us to reduce our annual 
interest payments by approximately 
$25 million. 


The sale marked a change in busi- 
ness strategy for us. Through Dan- 
ville’s 59 percent interest in Adobe 
Resources Corporation, we had 
been building an important presence 
in the oil and gas business. Despite 


the decline of petroleum prices fol- 
lowing the divestiture, we believe that 
an investment in Danville holds sub- 
stantial promise in the next few 
years. Because we needed to im- 
prove our liquidity position, however, 
we simply could not afford to pursue 
such a long-term strategy. 


Improving our cost 

position in base metals 

In January 1986, Inspiration Consoli- 
dated Copper Company continued 
the reduction of its operating costs 
by temporarily shutting down its 
crushers and concentrator. Until eco- 
nomic conditions improve, all pro- 
duction will be from the less costly 
method of leaching and solvent 
extraction. 


Inspiration Copper's efforts to be- 
come profitable will be affected 
greatly by the outcome of wage con- 
tract negotiations in 1986 with unions 
representing its workers. The U.S. 
copper industry must achieve con- 
siderable labor cost reductions if it 
expects to compete effectively in the 
global market. 


Hudson Bay Mining and Smelting 
Co., Limited initiated major cost-cut- 
ting activities in 1985, including the 
elimination of most of the executive 
Staff function at its Toronto office and 
the reduction of staff at its Flin Flon, 
Manitoba-based mining operations. 


Productivity 

improvements completed 

We completed many important pro- 
ductivity programs in 1985. 


Inspiration Copper finished a reno- 
vation of its rod plant in Claypool, 
Arizona. As a result of the changes, 
which included installation of a com- 
puter system to monitor process op- 
erations, the plant has registered 
significant gains in efficiency and 
production. 


The reactivation of Inspiration Mines’ 

Black Pine Mine, an underground sil- 
ver mine near Phillipsburg, Montana 

that was shut late in 1984, was made 
possible by the installation of a heavy 
media separation plant that removes 
barren rock from silver-bearing ore. 


Continuing productivity programs at 
HBMS contributed to an 8.2 percent 
improvement in pounds of metal 
produced per man-hour worked. 
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Terra International completed im- 
provements to its Port Neal, lowa fer- 
tilizer plant that will enable the facility 
to save about $1 million annually. 


Our Inspiration Coal unit completed 
a modernization and expansion of 
the preparation plant at its Sovereign 
Mine in Jamboree, Kentucky that 
allows for the processing of a wider 
variety of coal grades at more than 
doubled capacity. 


Terra International: 

A leader in agribusiness 

Terra International has emerged as 
one of the largest retailers and dis- 
tributors of products and services 
to the agricultural sector in North 
America. 


We are exploring strategies to ex- 
pand further the scope of Terra’s dis- 
tribution outlets, which number over 
250 and account for about 80 per- 
cent of Terra’s sales. jerra may ac- 
quire distributors in areas where it 
now has no significant presence. 


To Our Stockholders (continued) 


Terra also may enter into a joint ven- 
ture for the production of new vari- 

eties of seed through biotechnology. 
Terra is the largest independent dis- 
tributor of seed in the United States. 


We expect the impact on Terra’s 
operations of the farm bill Congress 
recently passed to be marginal. 
Although the legislation mandates a 
reduction in the amount of acreage 
planted by farmers, the income guar- 
antee portion of the bill should en- 
courage farmers to seek greater 
yields from land they do plant. We 
are concerned, however, about the 
impact on agribusiness of budget 
cuts proposed under the Gramm- 
Rudman-Hollings bill, which could 
drastically reduce price and income 
supports for farmers. 


Growth through acquisitions 

We are actively seeking to reduce 
our dependence on base metals by 
acquiring a company with good 
cash flow and a predictable earnings 
stream that will allow us to employ ef- 
fectively our net operating loss carry- 
forwards, which now total more than 
$380 million. 


Commitment to precious metals re- 
mains an important initiative for us. 
We expect to put several projects 
into production this year, including a 
Nevada gold venture as well as a 
system to recover gold from offshore 


beach sand deposits at Nome, 
Alaska. In addition, we are encour- 
aged by drilling results on a gold ex- 
ploration venture being conducted in 
northern Manitoba by HBMS and a 
unit of the Province of Manitoba. We 
hope to augment these efforts with 
the purchase of both gold and silver 
properties in North America. 


Prospects for profitability 

The large restructuring charges in- 
curred in 1985, as well as completed 
and recently initiated productivity im- 
provements, will substantially reduce 
the break-even point of our mining 
operations in 1986. We are not 
counting on a marked improvement 
in coal or base metals prices. We 
believe, however, that Inspiration 
Coal is well-positioned to record 
greater profits. Inspiration Copper 
could achieve profitability provided it 
is able to secure labor cost reduc- 
tions at the bargaining table. We are 
confident that by managing HBMS 
more directly from Flin Flon we will 
be able to improve its operating effi- 
Ciencies and enhance its value for 
our stockholders. 


Terra International's market strength 
and ability to adjust rapidly to 
changes affecting the U.S. farm 
economy should enable it to record 
modestly increased earnings. 


In the 1984 annual report, | noted 
that “further important changes” 
would be needed for the Corporation 
to realize improved results. Major 
changes now have been made, and | 
am confident that the Corporation is 
significantly better poised to meet 
the challenges facing it and to pur- 
sue Its goals of profitability and 
long-term growth. 


| deeply appreciate the diligent ef- 
forts and tough spirit of our employ- 
ees who have helped us reach this 
point, and | look forward to reporting 
to them and to you on the successes 
their labors should bring in 1986. 


OG A pe: 


Reuben F Richards 
Chairman of the Board, 
President and Chief 
Executive Officer 


March 10, 1986 


Agribusiness 


Terra International, Inc. 


A profitable year despite 

a depressed farm economy 

Despite difficult operating conditions 
affecting U.S. agribusiness, Terra 
International reported an operating 
profit of $16 million in 1985, com- 
pared with an operating profit of 
$13.7 million in 1984. Net sales for 
1985 totaled $574.5 million, com- 
pared with $3701 million in 1984, 
primarily due to the contribution of 
operations acquired from Sohio 
Chemical Company early in 1985 
and ADI Distributors, Inc. in Decem- 
ber 1984. Unfavorable weather and 
field conditions during both the 
spring and fall seasons adversely af- 
fected Terra’s results. 


The acquisition of additional retail 
outlets in 1985 greatly facilitated ef- 
forts to expand Terra’s role as a dis- 
tributor of products and services to 
the agricultural sector The company 
now operates a total of over 250 dis- 
tribution outlets in 23 states and mar- 
kets nearly 1,000 products. It also is 
the nation’s largest independent dis- 
tributor of seed, a major distributor of 
nitrogen-based products and a lead- 
ing purchaser of fertilizer. 


During 1985, Terra continued to fo- 
cus on the growing market for crop 
protection products by consolidating 
newly acquired operations and 
opening new warehouses at Mid- 
western locations. In addition, the 
Company's dry flowable formulation 


plant in Blytheville, Arkansas, which 
began operation in late 1984, pro- 
duced well above budgeted levels. 
The facility, which employs state-of- 
the-art systems, produced 15.3 
million pounds of dry material and 
about 1 million gallons of liquid flow- 
able products (see left). 


The Company made significant 
progress in its efforts to cut costs 
and improve productivity throughout 
its operations. In 1985, Terra com- 
pleted improvements to its Port Neal, 
lowa fertilizer plant, that will enable 
the facility to save about $1 million 
annually. In addition, Terra plans to 
expand its cost-saving “Rebuild 
Centers,’ facilities that rehabilitate 
used pick-up trucks and farm equip- 
ment sent from Terra distribution out- 
lets. Costs will be reduced further 
and inventory and cash management 
improved through computerization of 
company facilities. All of Terra’s retail 
and wholesale locations are now 
linked by computers, which are in- 
stalled at a ratio of one to every five 
employees. 


Terra’s size and operating structure 
enable it to maintain efficient distribu- 
tion systems and flexible production 
in its efforts to respond quickly to 


Terra International, Inc. 
Market Share of 
Fertilizer & Crop Protection Products 


5% 
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changes in regional farm economies. 
The Company is particularly effective 
in serving commercial farmers, who 
produce as much as 80 percent of 
food and fiber in the United States. 


Terra expects to increase its profit 
margins in 1986 through several 
strategies, including the refocusing 
of its product mix toward higher 
value products. The Company plans 
to market through limited distribution 
agreements several new products 
that it expects producers will intro- 
duce in 1986 and 1987 


The Company also plans to continue 
acquiring facilities in areas where it 
has little or no presence and may 
enter into a joint venture for the pro- 
duction of new varieties of seed 
through biotechnology. 


Terra is monitoring closely the impact 
of the farm bill recently passed by 
Congress as well as the cuts pro- 
posed under the Gramm-Rudman- 
Hollings bill that still may be imple- 
mented in some form. As a result of 
the farm bill, corn acreage treated 
with Terra products may decline by 
as much as 8 percent and demand 
for fertilizer by as much as 5 percent. 
The Company, however, believes ac- 
tual acreage reductions will be less 
and also expects farmers to use its 
products to seek greater yields from 
acreage they do plant. Terra antici- 
pates lower prices for fertilizer it 
produces to be offset by lower man- 
ufacturing costs resulting from falling 
energy prices and recent 

production improvements. 
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Mining 


Inspiration Consolidated 
Lopper Company 


Major cost-cutting measures taken 
Continued weak prices for copper in 
1985 obscured efforts made by In- 
Spiration Consolidated Copper Com- 
pany (ICCCo.) to reduce its costs. 
The Company incurred an operating 
loss of $8.7 million before unusual 
items in 1985, compared with an op- 
erating loss of $5 million in 1984. Net 
sales increased to $178.5 million in 
1985 from $162.6 million in 1984. 
ICCCo. also reported a charge of 
$62 million in the fourth quarter 
resulting from the economic impair- 
ment and abandonment of various 
assets. 


The increased losses before unusu- 
al items occurred despite the imple- 
mentation of cost-cutting measures 
and productivity improvements. 
ICCCo.'s copper rod plant increased 
production to nearly a million pounds 
a day with improved rod quality fol- 
lowing the completion of a moderni- 
Zation project that was finished on 
schedule and under budget. 


Production of copper from ICCCo.’s 
mines in Arizona increased to 1544 
million pounds in 1985 from 151 mil- 
lion pounds in 1984. Sales of copper 
from mine production and pur- 
chased concentrates totaled 2375 
million pounds, up from 212.4 million 
pounds in 1984. 


Most of ICCCo.’s 1985 capital ex- 
penditures, which totaled $5.2 mil- 
lion, were used to integrate the 
recently acquired Bluebird Mine into 
the Company's adjacent mining and 
leaching operations. 


In January 1986, ICCCo. announced 
plans to shut down temporarily its 


crushers and concentrator in con- 
junction with its move to an all-leach/ 
solvent extraction operation. The 
Company was able to switch com- 
pletely to this lower cost method of 
producing copper when it discov- 
ered sufficient oxide and leachable 
ores in a section of its Live Oak/Blue- 
bird mine. Although ICCCo.’s mine 
production will be reduced by 40 
percent, the Company’s smelter will 
continue to operate at normal levels, 
treating stockpiled, purchased and 
tolled concentrates. [CCCo.’s tank- 
house, rod plant and solvent extrac- 
tion plant also will continue normal 
operations. As a result of the discon- 
tinued and reduced operations, 
ICCCo.’s workforce of about 1,200 
has been reduced by approximately 
300 hourly and salaried employees. 


Although encouraged by the pros- 
pects for reducing its break-even 
point below the current depressed 
price for copper cathode, ICCCo. still 
faces important challenges. 


The Company will negotiate with all 
the unions representing its employ- 
ees labor contracts to replace those 
expiring June 30, 1986. These nego- 
tiations will be particularly important 
for |CCCo.’s future, because the 


Company must secure significant 
reductions in wages and benefits to 
compete effectively in the world 
market for copper. 


In addition, the Company is contest- 
ing a proposal filed with the Inter- 
state Commerce Commission by 
Southern Pacific Railroad to abandon 
the only rail line serving ICCCo.’s 
Arizona operations. If the proposal is 
approved, the Company will incur 
additional cost in converting to 
all-highway transportation of its 
product. 


Inspiration Mines Inc. 


Exploration program expanded; 

silver mine reopened 

Inspiration Mines Inc. (IMI) incurred 
an operating loss before unusual 
items of $19.3 million in 1985 com- 
pared with an operating loss of $4.8 
million in 1984. Net sales totaled $6.5 
million in 1985, down from $14.6 mil- 
lion in 1984. The increased losses 
included a charge of $8.7 million re- 
sulting from the abandonment of 
various properties, including IMI’s 
Tennessee Zinc assets. 


The Company reinforced its commit- 
ment to precious metals by increas- 
ing its exploration and development 
expenditures to $11.7 million in 1985 
from $4.2 million in 1984. IMI focused 
its 1985 exploration and development 
activities on properties in the western 
United States, including Alaska. 


Inspiration Consolidated Copper Company 


Productivity Performance 
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81 82 83 84 85 
“Excludes refinery and rod plant operations 


Mining (continued) 


In the fourth quarter, the Company 
resumed operations at its Black Pine 
silver mine in Montana, which had 
been suspended in late 1984 due to 
low silver prices. A newly installed 
heavy media separation plant, which 
removes barren rock from silver- 
bearing ore, will help boost annual 
production capacity from 1.2 million 
ounces of silver to 1.9 million ounces, 
while reducing unit costs. A total of 
82,000 tons of ore was mined in 
1985, from which 450,000 ounces of 
silver were produced. 


In the summer of 1985, IMI leased a 
barge to dredge offshore beach sand 
deposits at Nome, Alaska to deter- 
mine whether they contain commer- 
Cially significant quantities of gold. 
Test results were favorable, and the 
Company is evaluating the econom- 
ics of the project. 


The Company conducted extensive 
mine planning and design engineer- 
ing studies at its joint venture Austin 
gold property in Nevada and plans to 
construct a plant to recover gold at 
the site by the end of 1986. 


Operations at Tennessee Zinc re- 
sumed for several months of 1985 
following a three-month shutdown. 
During that period, a total of 479,000 
tons of ore was mined, from which 
22 million pounds of zinc were pro- 
duced. Operations were suspended 
in November, however, due to the 
declining price of zinc. 


Reduced production at the Inspira- 
tion smelter in the second half of 
1985 caused corresponding reduc- 
tions in IMI’s silver-bearing flux oper- 


ations. A total of 80,000 tons of ore 
containing 374,000 ounces of silver 
was mined and shipped to the 
smelter. 


The Company continues to conduct 
feasibility studies begun at several 
precious metal properties during 
1985, the most promising of which is 
the Goldstrike gold property in Utah. 
IMI plans to expand its North Ameri- 
Can precious metals operations in 
1986 through acquisition as well as 
development of viable new deposits 
and existing operations. 


Hud: Mining and 
ome Limited 


Best year ever for exploration program 
The substantial decline of zinc and 
precious metals prices during 1985 
was the primary cause of lower re- 
sults posted by Hudson Bay Mining 
and Smelting Co., Limited (HBMS). 
The Company's operating loss for 
1985 totaled $61.2 million on net 
sales of $204.8 million, compared 
with an operating loss of $2.7 million 
on net sales of $224.6 million in 
1984. Results included a charge of 
$52.6 million in the fourth quarter re- 
sulting from the economic impair- 
ment of mining assets at HBMS' 


Hudson Bay Mining 

and Smelting Co., Limited 

Flin Flon/Snow Lake Operations 
Productivity Performance 
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Manitoba-based mining operations 
as well as the write-off of a lead/zinc 
property in the Yukon. 


The impact of lower prices was offset 
partially by record levels of ore 
mined and zinc produced at the Flin 
Flon/Snow Lake, Manitoba opera- 
tions. Total copper production was 
the third highest on record. Produc- 
tion at the Westarm Mine was halted 
in March pending the deepening of 
its shaft. The Centennial Mine, which 
had been mothballed since 1983, 
resumed production in April. Both 
mines are located in Manitoba. 


Tantalum Mining Corporation of Can- 
ada, Limited, in which HBMS holds a 
375 percent interest, began con- 
struction of a ceramic grade spodu- 
mene plant at Bernic Lake, Manitoba 
after favorable results were obtained 
from the testing of spodumene ore at 
a pilot plant on the site. The first 
phase of a full-scale facility, which is 
estimated to cost $4.5 million, will 
serve the specialty ceramics and 
glass markets. Mining and milling of 
tantalum ore at Bernic Lake remains 
Suspended. 


The Company's Zochem Division, 
which produces zinc oxide at a plant 
in Brampton, Ontario, reported im- 
proved sales and earnings in 1985 
primarily as a result of increased 
production and lower unit costs. 
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HBMS' exploration program yielded 
the best results since the Company's 
founding in 1927 HBMS discovered 
6 million tons of ore in 1985 and in- 
creased its proven ore reserves after 
production and deletions to 16 million 
tons in 1985 from 13.6 million tons in 
1984. 


The Company continued exploration 
of a promising nickel ore discovery 
beneath Namew Lake, Manitoba, 
about 40 miles south of Flin Flon. 
The Company has begun sinking an 
exploratory shaft to gain access to 
the deposit for metallurgical test 
samples. Diluted recoverable re- 
serves are Currently estimated at 2.85 
million short tons assaying 2.44 per- 
cent nickel and 0.9 percent copper, 
with minor amounts of platinum and 
palladium. Preliminary metallurgical 
tests on the ore indicate that the con- 
centrate to be produced from it will 
be of a high quality. Should the deci- 
sion be made to develop a mine, pro- 
duction could begin by mid-1988. 


The Company continues its efforts to 
reduce costs. In early 1986 HBMS 
eliminated most of its executive staff 
in Toronto, and during 1985 it re- 
duced the number employed at Flin 
Flon by 10 percent. In addition, 
HBMS is investigating the economic 
viability of implementing a pressure 
leaching process for the production 
of zinc that could significantly re- 
duce both operating costs and sul- 
phur dioxide emissions from the Flin 
Flon metallurgical plant. 


HBMS and Manitoba Mineral Re- 
sources, Ltd. are partners in a 
precious metals exploration venture 
at Farley Lake, Manitoba, about 130 
miles north of Flin Flon. Sixteen of 
seventeen holes drilled at the site 
since early January have been as- 
sayed and found to intersect gold 
mineralization. Assays on the inter- 
sections average 0.21 ounces of 
gold per ton over a strike length of 
350 feet with a vertical depth of 250 
feet in the main zone being drilled. 
HBMS is encouraged by the results 
and expects the 18,000 foot drilling 
program to be completed and mean- 
ingful reserve estimates to be devel- 
oped by the spring of 1986. 


Before writedowns, 

a turnaround in a tough market 
Despite a market that remained 
generally lackluster in 1985 and de- 
pressed for metallurgical coal in par- 
ticular, Inspiration Coal Inc. reported 
greatly improved operating results. 
The Company posted operating in- 
come of $2.4 million before unusual 


items in 1985, compared with an op- 
erating loss of $4.6 million in 1984. 
The Company's 1985 sales totaled 
2.8 million tons, a 25 percent in- 
crease over 1984 sales. Total 1985 
sales increased to $91.8 million from 
$72.2 million in 1984.The turnaround 
was achieved through further reduc- 
tions in operating costs as well as 
increased sales volume. 


The Company's 1985 results also in- 
clude a charge of $372 million in 

the fourth quarter resulting from the 
abandonment of various non-produc- 
tive assets as well as an economic 
impairment of metallurgical coal 
operations. 


Although Inspiration Coal’s sales 
program was directed primarily to- 
ward the thermal coal market, and 
the industrial sector in particular, 
considerable sales gains were regis- 
tered in all market segments. Sales 
to the domestic utility and metallur- 
gical export markets increased to 1.2 
million tons each in 1985 from one 
million tons each in 1984. The aver- 
age price realized for all coal sales 
improved marginally in 1985, to 
$33.03 per ton from $32.34 in 1984, 
primarily due to product mix. 


Contributing to 1985's difficult oper- 
ating environment were high con- 
sumer inventories resulting from 


Mining (continued) 


accelerated purchases made in 1984 
in anticipation of a strike that did not 
materialize, continued overcapacity, 
and the unhealthy state of the inter- 
national steel industry. 


Productivity improvements continued 
to contribute significantly to the Com- 
pany’s improved results. Cost reduc- 
tions have been achieved at both 
contract and Company-owned 
mines and preparation plants as well 
as through reduction of administra- 
tive overhead. The modernized and 
expanded preparation plant at Inspi- 
ration Coal’s Sovereign Mine was 
commissioned on schedule in 
August and under budget. The facil- 
ity, which has operated in excess of 
its design, will help the Company 
attain further cost reductions while 
improving the yield, quality and size 
distribution of coal it processes. 


The Company expects 1986 coal 
prices to be flat in domestic markets 
and lower in export markets. While 
the U.S. thermal coal market should 
continue to expand, the metallurgical 
coal market will remain sluggish. 
Inspiration Coal expects to improve 
its performance through further cost 
reductions and increased sales. 


Inspiration Resources 
Marketing Corporation 


Competitive position strengthened 
Despite continued weakness of 
metals prices and copper rod mill 
overcapacity in North America, Inspi- 
ration Resources Marketing Cor- 


poration managed to strengthen its 
position as a marketer of metals in a 
highly competitive environment. 


Sales of refined copper in 1985 
increased to 192,000 tons from 
174,000 tons in 1984 due to greater 
purchases of concentrates and in- 
creased mine production. Sales of 
Copper rod increased by 12 percent 
over 1984 levels. Inventories were 
maintained near target levels at 
Inspiration Consolidated Copper 
Company (ICCCo.) and Hudson Bay 
Mining and Smelting Co., Limited 
(HBMS). 


Copper prices remained depressed 
in 1985. The New York Commodity 
Exchange (Comex) price for copper 
averaged 61.0 cents per pound, 
compared with 61.3 cents per pound 
in 1984. The London Metal Exchange 
price for copper averaged 4 cents 
per pound higher than Comex due to 
tight supplies of high quality cathode 
in Europe. HBMS, which sells some 
of its copper product in Europe, 
benefitted from the development. To- 
tal stocks of refined copper held by 
commodity exchanges and Western 
World producers fell by an estimated 


Inspiration Coal Inc. 
Unit Cost of Sales 
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70,000 tons. A further decline in 
stocks and continued economic 
recovery could trigger higher prices. 


Although copper concentrates were 
in tighter supply on a global basis 
due to aggressive bidding for avail- 
able tonnages by Japanese smelt- 
ers, ICCCo. and HBMS obtained 
adequate supplies of copper con- 
centrates throughout 1985. 


HBMS increased sales of non- 
Captive zinc in 1985 to 75,000 tons 
from 65,000 tons in 1984. The de- 
cline of zinc prices, which began in 
mid-1984, continued during most of 
1985. Prices, which opened in 1985 
at 36 cents per pound and dipped 
to as low as 25 cents per pound in 
October, closed the year averag- 
ing 35 cents per pound. HBMS pur- 
chased sufficient zinc concentrates 
to meet its Zinc plant requirements 
in 1985. 


The Company changed its pricing 
policy for zinc sold in North America 
to a system that facilitates a faster 
response to changing market condi- 
tions and establishes a realistic base 
for purchasing zinc concentrates. 
HBMS customers responded posi- 
tively to the new concept, and mar- 
ket share has increased in areas 
with favorable freight rates to HBMS 
operations. 
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Key Locations 


®) Inspiration Resources Corporation 
Corporate Headquarters 
New York, NY 


Agribusiness 


@ Headquarters - Terra-Sioux City, lowa 
& Regional Wholesale/Retail Distribution Offices 
4 Crop Protection Product Plants 
%& Nitrogen Manufacturing Complexes 
m Seed Distribution Centers 
* Does not include over 200 small 
wholesale, retail locations 


Mining Headquarters 


@ Inspiration Consolidated Copper Company 
Globe, AZ 
@ Hudson Bay Mining 
and Smelting Co., Limited 
Flin Flon, Manitoba 
@ Inspiration Coal Inc. 
Knoxville, TN 


Metals 


© Copper 
© Silver 
@ Gold 
@ Zinc (includes ZOCHEM Plant - Toronto) 
@ Nickel 
@ Tantalum Pentoxide 
Coal 


mi : 
ae Sh 
Ep See 
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Financial Review 


PRENATAL LLL A NT 


Results of Operations 


1985 Compared with 1984 

The Corporation reported a loss from continuing operations 
of $216.3 million in 1985, compared with a loss of $74.8 mil- 
lion in 1984. Results of continuing operations for 1985 were 
substantially below those of 1984 due primarily to the net 
after-tax effect of restructuring provisions totaling $142.2 mil- 
lion ($160.5 million pre-tax). In addition, the loss attributable 
to the discontinued operations of the petroleum and venture 
capital segments sold in 1985, including the loss on sale, 
totaled $75.2 million in 1985 compared with a loss of $26.5 
million in 1984. 


The operating loss from continuing operations before re- 
structuring provisions was $18.2 million in 1985 compared 
with $3.4 million in 1984. Lower sales prices, which resulted 
in generally lower margins, adversely affected all operations, 
except the coal segment. Exploration expenses significantly 
increased the 1985 operating losses of the metals seg- 
ments. Large volume increases were instrumental in the im- 
provement achieved by the coal and agricultural products 
and services segments, although the impact of reduced 
margins and increased selling expenses offset much of the 
improvement in the latter case. 


Revenues of the agricultural products and services busi- 
ness of Terra International, Inc. (Terra) increased by over 
56%, to $5881 million in 1985 from $376.4 million in 1984, 
primarily as a result of Terra’s March 1985 acquisition of the 
agricultural products division of Sohio Chemical Company 
(Sohigro) and the December 1984 acquisition of ADI Dis- 
tributors, Inc. Operating income increased only slightly, 
however, to $16.0 million in 1985 from $13.7 million in 1984, 
reflecting severely depressed prices resulting from a year- 
long oversupply condition. The combined impact of late 
spring harvests, which delayed the fall planting season, and 
record precipitation and cold weather in much of the corn- 
belt significantly reduced fall fertilizer applications, causing 
volumes for certain products and sales prices to decline. 
Terra’s manufactured fertilizer operations, in particular, were 
adversely affected by a combination of declining sales 
prices and volumes which together contributed to severely 


. Squeezed margins. Volume increases in Terra's expanded 


retail fertilizer and crop protection products operations more 


than offset the impact of significantly higher selling ex- 
penses, attributable to the acquired businesses. 


Despite significant reductions in world base metals invento- 
ries in 1985, price improvements did not materialize. The 
New York Commodity Exchange (Comex) copper price re- 
mained at an average of $0.61 per pound in 1985. The Lon- 
don Metal Exchange (LME) price for zinc fell to an average 
of $0.35 per pound in 1985 from $0.42 per pound in 1984, 
returning to the severely depressed level of 1983. 


The Inspiration Minerals Group (IMG), consisting of Inspira- 
tion Consolidated Copper Company and Inspiration Mines, 
Inc., the domestic metals segment, reported an operating 
loss before restructuring provisions of $28.0 million on reve- 
nues of $184.6 million in 1985 compared with a loss of $9.8 
million on revenues of $179.2 million in 1984. Exploration 
and development spending, primarily related to precious 
metals properties, including an off-shore gold project near 
Nome, Alaska, increased $75 million in 1985. While copper 
operations were marginally improved, reflecting increased 
sales volumes, silver and zinc operations produced in- 
creased losses in 1985. Lower sales prices led to the shut- 
down of IMG’s silver and zinc operations for much of the 
year, resulting in reduced production and sales volumes. 


Hudson Bay Mining and Smelting Co., Limited (HBMS), the 
Canadian metals segment, incurred an operating loss be- 
fore restructuring provisions of $8.5 million on revenues of 
$212.9 million in 1985 after having reported a loss of $2.7 
million on revenues of $231.0 million in 1984. In 1985, the 
Flin Flon/Snow Lake, Manitoba operations produced record 
levels of ore mined and zinc produced. Exploration ex- 
penses increased $2.7 million in 1985 principally in connec- 
tion with the Namew Lake nickel project. Lower zinc and 
precious metals prices also contributed to the less favorable 
results. 


Despite the depressed state of the coal industry in 1985, 
Inspiration Coal Inc. (ICI) reported operating income be- 
fore restructuring provisions of $2.4 million on revenues of 
$93.5 million compared with a loss of $4.6 million on reve- 


nues of $73.7 million in 1984. IC| was able to increase sales 
volumes by 25% in 1985 despite the unhealthy state of the 
steel industry, continued oversupply and high consumer in- 
ventories in the first part of the year, attributable to late 1984 
stockpiling. Margins also improved in 1985 due primarily to 
lower unit production costs resulting from productivity im- 
provements instituted during the year, including moderniza- 
tion of the Sovereign preparation plant which provided 
increased capacity and improved yields. 


The Corporation believes that the mining industry has 
undergone a permanent, structural change and that a re- 
covery of prices and a return to industrial health in the near- 
term future can no longer be assumed. Chronic oversupply, 
due in part to increased foreign imports, excess worldwide 
capacity, competing alternative products, rising costs and 
generally weak economic activity within the end use mar- 
kets have all contributed to increasingly depressed coal 
and metals prices over the past five years. As a result, the 
mining industry has been unable to sustain a business re- 
covery, despite the significant reduction in world inventories 
of finished products. 


During 1985, in view of industry conditions, as well as its 
inability to sell HBMS at a price deemed adequate, the Cor- 
poration calculated that a portion of its investment in its coal 
and base metals assets currently in operation would not be 
realized through future operations. As a result, economic 
impairment losses totaling $107.6 million were recorded in 
1985, including $521 million at IMG; $40.9 million at HBMS 
and $14.6 million at ICI. 


The Corporation also abandoned certain properties no 
longer possessing future economic value. Within the coal 
segment, abandonment losses totaled $22.5 million in 1985 
compared with $10.2 million in 1984. The 1985 charge re- 
lates to a number of relatively small leases and related pro- 
duction facilities that were abandoned because they were 
either redundant or uneconomic due to market conditions. 
The 1984 provision related to ICI’s investment in the Bailey 
mine, which was abandoned based on the expectation that 
the related lease would expire prior to the mine's becoming 
economically viable. 


Within the domestic metals segment, provisions for loss on 
the abandonment of certain of IMG’s zinc and copper oper- 
ations totaled $18.6 million in 1985 versus $5.3 million in 
1984. The 1985 provision includes the capitalized costs of 
related mining claims and other associated assets which 
were written off in connection with these abandonments. In 
1984, a number of small copper projects were abandoned. 


ln Canada, HBMS abandoned its Tom Valley lead/zinc 
claim, resulting in a Charge of $11.8 million. Inactive for a 
number of years, this property was evaluated by independ- 
ent mining engineers during 1985 and determined not to be 
economically viable under current and expected economic 
conditions. 


Non-operating expenses of continuing operations totaled 
$376 million in 1985 compared to $55.9 million in the prior 
year, Increased Canadian income tax benefits, related pri- 
marily to the restructuring provisions recorded by HBMS, 
were the major cause of this expense reduction. Interest ex- 
pense also declined slightly as the impact of increased bor- 
rowings was more than offset by lower interest rates. 


The after-tax loss from the discontinued operations of the 
petroleum and venture capital segments which were sold in 
December 1985 totaled $75.2 million in 1985 compared 
with $26.5 million in 1984. Loss provisions in connection 
with the financial restructuring and sale of certain petroleum 
and other operations, a $34.4 million net ceiling write-off, 
and lower crude oil and natural gas prices were the major 
causes of the increased loss. 


1984 Compared with 1983 

Although sales volumes for most products increased signifi- 
cantly and cost restraint efforts were maintained throughout 
the year, continued price deterioration and increased aban- 
donment losses caused the disappointing results in 1984. 
For the full year, the Corporation lost $74.8 million from con- 
tinuing operations on revenues of $860.7 million compared 
with a loss from continuing operations of $93.8 million on 
revenues of $751.6 million in 1983. In addition, discontinued 
operations of the petroleum and venture capital segments 
incurred a loss of $26.5 million in 1984 after having pro- 
vided $11.2 million of income in 1983. 
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Financial Review (continued) 


The operating loss from continuing operations before aban- 
donment losses declined sharply, to $3.4 million in 1984 
from $42.6 million in the prior year. Provisions for losses on 
property abandonments in the domestic metals and coal 
segments totaling $15.5 million increased the operating loss 
to $18.9 million in 1984. A $5.5 million provision for loss on 
property abandonments in the domestic metals segment in- 
creased the comparable 1983 operating loss to $481 
million. 


As a result of a sharp reduction in the Federal government's 
Payment-In-Kind (PIK) program in 1984, Terra’s agricultural 
products and services operations reflected a substantial 
improvement. In order to reduce stored surpluses of prod- 
ucts and increase farm prices, the Federal government, un- 
der the PIK program, had provided commodities to farmers 
in exchange for their decreasing acreage under cultivation. 
With the reduction in this subsidy program in 1984, farm 
production significantly increased. In particular, planted 
acreage in the United States of corn rose 34%, sorghum 
45% and cotton 41%. Reflecting this situation, Terra reported 
operating income of $13.7 million in 1984 compared with an 
operating loss of $11.5 million in 1983. Revenues grew to 
$376.4 million from $290.9 million. Margins for Terra’s retail 
and manufactured fertilizer operations also improved as unit 
prices increased and unit costs declined. 


After. showing some upward movement in the first part of 
1984, copper and zinc prices deteriorated significantly in 
the latter half of the year. The Comex copper price averaged 
only $0.61 per pound in 1984, down significantly from the 
average 1983 price of $0.72 per pound. The LME cash 
price of zinc averaged $0.42 per pound compared with 
$0.35 per pound in 1983. Despite the impact of these con- 
tinued depressed prices, which detracted from the positive 
effects of productivity gains and cost reduction measures, 
the operating losses before provisions for abandonment of 
properties in both the U.S. and Canadian metals segments 
improved. 


IMG reduced its operating loss before property abandon- 
ments to $9.8 million in 1984 from $141 million in the prior 
year as revenues increased to $179.2 million from $171.9 
million. The combined impact of increased production of 
copper, zinc and silver, along with continued cost contain- 
ment efforts, was partially offset by reduced copper and 
silver prices. While production costs were reduced signifi- 


cantly, exploration and development expenses increased, 
largely reflecting work performed in connection with pre- 
cious metals projects. Losses on the abandonment of 
mining and related properties added $5.3 million to the op- 
erating loss in 1984 and $5.5 million in 1983. 


Cost reduction efforts initiated in prior years at HBMS con- 
tinued into 1984 and were critical in reducing its operating 
loss to $2.7 million from $79 million in 1983. Revenues in 
1984 of $231.0 million were below the $248.3 million re- 
corded in 1983 as a result of slightly reduced copper pro- 
duction, reflecting lower concentrate purchases, and lower 
copper prices. Zinc production and prices were higher in 
1984, however, partially mitigating the negative impact of the 
copper results. Due to the strength of the zinc market earlier 
in the year, HBMS's zinc-related, non-mining operations 
showed improvement as well. 


At ICI, an operating loss of $4.6 million before an abandon- 
ment loss in 1984 compared favorably with an operating 
loss of $9.2 million in 1983. Revenues grew to $73.7 million 
in 1984 from $40.4 million in 1983 as coal sales almost 
doubled, reflecting increased demand for both steam and 
metallurgical coal as the U.S. economy strengthened and 
shipments under two new long-term contracts were initiated. 
More efficient operations permitted ICI to be more cost 
competitive without eroding its margins, thereby contribut- 
ing further to its ability to increase shipments. Faced with 
the approaching expiration of a mineral lease in 1986 and 
little change expected in conditions in the coal industry in 
the near future, ICI recorded a $10.2 million charge in 1984 
to provide for the loss on the abandonment of an uneco- 
nomic mining property, 


Non-operating expenses totaled $55.9 million in 1984, up 
from $45.8 million in the prior year. Corporate and unallo- 
cated expenses increased because of the July 1983 reor- 
ganization. Interest expense increased slightly because of 
higher outstanding borrowings. Canadian income tax bene- 
fits declined significantly in 1984 from 1983 as a result of 
improved operating results at HBMS. 


The discontinued operations of the petroleum and venture 
capital segments incurred an after-tax loss of $26.5 million 
in 1984 after having earned $11.2 million in 1983. The net ef- 
fect of an impairment provision of $14.7 million, significant 
equity losses and lower crude oil and natural gas prices in 
1984 all contributed to the unfavorable results. 


Liquidity and Capital Resources 

The Corporation significantly improved its financial position 
in December 1985 through the sale of its 80% interest in 
Danville Resources, Inc. (Danville), using the $215 million of 
proceeds from the sale to retire outstanding borrowings. 
Consolidated borrowings as of December 31, 1985 were re- 
duced to $226.2 million from $428.9 million as of the begin- 
ning of the year. Despite the significant loss incurred in 
1985 and additional borrowings required to finance the 
acquisition of Sohigro, total debt as a percentage of equity 
increased only slightly, to 84% at December 31, 1985 com- 
pared with 73% at December 31, 1984. 


Continuing operations of the Corporation consumed $19.0 
million of cash in 1985 after having provided $11.8 million in 
1984, primarily due to the increased loss incurred in 1985. 
Capital expenditures of continuing operations totaled $43.0 
million in 1985 and $42.3 million in 1984. Spending was 
concentrated in the metals segments in each year, primarily 
for mine development work. Capital spending at ICI in- 
creased in 1985 as a result of the modernization of the 
Sovereign preparation plant. 


Terra’s March 1985 acquisition of Sohigro for $76.6 million 
was financed primarily by additional corporate borrowings. 
At the end of the year the Corporation applied the proceeds 
from the sale of Danville to reduce outstanding borrowings. 
Primarily as the net result of these two transactions, consoli- 
dated borrowings of continuing operations declined by 
$134.4 million. 


In late 1984, the Corporation realized $103.3 million in cash 
from public offerings of its Common and Class A Shares. It 
used $20 million of the proceeds as the cash portion of its 
acquisition of additional Madison Resources, Inc. (Madison) 
shares and invested $30.6 million in additional Danville 
stock. The remaining proceeds were used to reduce out- 
standing borrowings, which declined $43.3 million for the 
year. 


Discontinued operations of the petroleum and venture capi- 
tal segments used $84.8 million of cash in 1985 after having 
provided $761 million in 1984. Capital spending, invest- 
ments and acquisitions consumed significant amounts of 
cash in each year, primarily with respect to petroleum oper- 
ations. A portion of additional debt drawn down in 1984 was 
repaid in 1985 as well. The significant cash increase in 
1984 was attributable to the cash held by Danville and 
Madison at December 31, 1984. 
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To provide for Terra's seasonal working capital financing 
needs, its short-term credit facilities were increased from 
$65 million to $115 million in 1985. Borrowings under these 
lines of credit peaked at $84.0 million in late May 1985. All 
such borrowings were repaid by early July and the facilities, 
except for modest amounts, were not utilized through the 
remainder of the year. For purposes of calculating the maxi- 
mum amount of outstanding borrowings pursuant to the 
Corporation's financing agreements, borrowings under 
these lines are excluded. Discussions with Terra’s lenders 
are currently in progress to provide for increased borrowing 
Capacity in anticipation of seasonal working capital needs. 
The Corporation believes that internally generated funds, 
supplemented by available credit facilities, will be sufficient 
to provide for Terra’s ongoing capital requirements. 


In September 1985, in anticipation of the sale of Danville, 
the Corporation and its lenders agreed to apply the net 
cash proceeds from the sale to reduce borrowings under 
its revolving credit and term loan facility and to reduce the 
maximum commitment. Accordingly, as of the end of 1985, 
the maximum commitment was reduced to $250 million 
from $425 million. In addition, it was agreed that borrow- 
ings under the facility, which were to convert to a four-year 
term loan in 1988, will become due on April 1, 1987 Finan- 
cial covenants contained in this facility and other debt 
agreements were modified as appropriate. Pricing under 
the revised arrangement was unchanged from the original 
agreement. The Corporation and its lenders intend to com- 
mence renegotiation of this amended arrangement during 
the first quarter of 1986 in order to structure a facility suit- 
able to the Corporation's projected needs. Although failure 
to restructure this facility could have a significant adverse 
effect, the Corporation believes that a satisfactory arrange- 
ment will be reached. 


As of December 31, 1985, the Corporation had $119.0 million 
of short-term and $1641 million of long-term credit lines 
available for future borrowings. In 1986, the Corporation ex- 
pects its capital spending program to approximate that of 
the past three years. It is actively seeking an acquisition that 
will provide a solid base of earnings and cash flows and 
permit the Corporation to utilize its tax loss carryforwards 
that now total $385 million. It is expected that these expen- 
ditures will be financed through a combination of additional 
borrowings and new equity offerings. 
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Business Segments 


Agricultural 
Products & U.S. 
(in thousands) Services Metals 
Revenues 
Net sales $574,473 $185,002 
Interest and other income, net 13,638 (367) 
Total Revenues $588,111 $184,635 
Operating Income (Loss) from 
Continuing Operations 
Before Restructuring Provisions $ 15,960  $ (27,990) 
Provisions for loss on property 
abandonments — (18,602) 
Provisions for economic 
impairment — (52,099) 
Operating Income (Loss) 
from Continuing Operations © 15,960 —$ (98,691) 
Corporate and unallocated 
expenses 
Interest expense 
Benefit of income taxes 
Loss from Continuing Operations 
Total Identifiable Assets $293,617 $138,792 
Depreciation, Depletion and 
Amortization oY 1032 S 15,868 
Capital Expenditures 
Continuing operations S 9,308: $ ¥,680 


Discontinued operations 
Total Capital Expenditures 


(a) Includes export sales of $130.6 million, including $85.9 million to the United States and the remainder to Europe. 


Canadian 
Metals 


$204,822 


8,108 
$212,930 


$ (8,530) 
(41,755) 


(40,886) 


$ (61,171) 


$192,218 


$ 19,483 


$ 20,618 


Inspiration Resources Corporation 


December 31, 1985 


Coal Corporate Consolidated 
e91,7o9 $ — _ $1,056,056 
was 830 2a992 

$ 93,542 $ 830 $1,080,048 
$ 2,364 a= “So eee) 
(22,541) a (52,898) 
(14,627) — (107,612) 
$ (34,804) = (178,706) 
(ie te) 

(48,375) 

22,025 

$ (216,268) 

$101,310 $4,568 $ 730,505 
» ) aceu S$. 66.) Bap oie 
$ 5,008 $ 223 $ 43,047 
BO) hae 

$ 99,179 


Business Segments 


Canadian 
Metals 


$224,563 
6,419 


$230,982 


Inspiration Resources Corporation 


Coal 
$ 72,186 


1021 
» 13,707 


$ (4,595) 


(10,189) 


$ (14,784) 


December 31, 1984” 


Corporate 


Consolidated 


Loss from Continuing Operations 


Agricultural 
Products & U.S. 
(in thousands) Services Metals 
Revenues 
Net sales $370,110 $177,193 
Interest and other income, net 6,294 1,991 
Total Revenues $376,404 $179,184 
Operating Income (Loss) from 
Continuing Operations 
Before Restructuring Provisions $ 13,707 $ (9,795) 
Provisions for loss on property 
abandonments — (evon 
Operating Income (Loss) 
from Continuing Operations $ 13,707 $ (15,068) 
Corporate and unallocated 
expenses 
Interest expense 
Benefit of income taxes 
Identifiable Assets 
Continuing operations $211,140 $212,709 
Discontinued operations 
Total Identifiable Assets 
Depreciation, Depletion and 
Amortization ! S oop. ob tee 
Capital Expenditures 
Continuing operations $ 10,879 $ 14,921 


Discontinued operations 
Total Capital Expenditures 


*Restated for discontinued operations. See Note 2. 


(a) Includes export sales of $152.4 million, including $100.6 million to the United States and the remainder to Europe. 


eke Weeds 


$ 21,425 


$ 14,781 


$124,558 


$ 5,946 


$ 1,459 


$3,187 


5 °3r1 


$ 252 


$ 844,052 
16,677 

$ 860,729 
$ (3,409) 
(15,462) 
(18,871) 
(10,501) 
(49,435) 
4,030 

$ (74,777) 
$ 871,321 
620,807 
$1,492,128 
$ 50,436 
$ 42.292 
46,389 

$ 88,681 
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Business Segments 


Inspiration Resources Corporation 


December 31, 1983” 


Agricultural 
Products & (Elen Canadian 

(in thousands) Services Metals Metals Coal Corporate Consolidated 
Revenues 

Net sales $283,498 $171,671 $243,759@ $ 39,221 $ — §$ 738,149 
__Interest and other income, net 7,442 219 4,583 1,193 (3) 13,434 
Total Revenues $290,940 $171,890 $248,342 $ 40,414 $ (Bp o$eeFGt Bes 
Operating Income (Loss) from 

Continuing Operations 

Before Restructuring Provisions $(11,480) $(14,101) $ (7,861) $ (9,164) a2 oo i (42606) 

Provisions for loss on property 
____abandonments — (5,457) — = a (5,457) 
Operating Income (Loss) 

from Continuing Operations $ (11,480). $ (19,558) Pome esty  S:(9) 764) — (48,063) 

Corporate and unallocated 

expenses (8,014) 

Interest expense (47,809) 

Benefit of income taxes 10,040 
Loss from Continuing Operations $ (93,846) 
identifiable Assets 

Continuing operations $173,189 $222,575 $350,869 $139,134 $5,833 2.881050 

Discontinued operations 219,581 
Total identifiable Assets Sayed iA 
Depreciation, Depletion and 

Amortization » 7818 $ ‘t7 A222 eee $ 2,769 S 765 $ Pos e42 
Capital Expenditures 

Continuing operations $ 8299 §$ 20,895 9.3 16427 $ 702 $ 664 $ 46,987 

Discontinued operations 24,786 
Total Capital Expenditures Saul eee 


“Restated for discontinued operations. See Note 2. 
(a) Includes export sales of $179.9 million, including $137.1 million to the United States and the remainder to Europe. 
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The accompanying consolidated financial statements of 
Inspiration Resources Corporation and subsidiaries have 
been prepared in conformity with generally accepted ac- 
counting principles appropriate in the circumstances. The 
integrity and objectivity of data in these financial statements 
and accompanying notes and supplemental data, including 
estimates and judgments related to matters not concluded 
by year-end, are the responsibility of management. 


Management devotes ongoing attention to review and 
appraisal of its system of internal control. This system is 
designed to provide reasonable assurance, at appropriate 
cost, that assets are safeguarded and transactions and 
events are properly recorded. The system is augmented by 
careful attention to selection and development of qualified 
financial personnel, programs to further timely communi- 
cation and monitoring of policies, and periodic review by 
internal auditors. 


The consolidated financial statements have been examined 
by our independent accountants. Their examination includes 
a review of internal accounting controls to establish a basis 
for reliance thereon in determining the nature, extent and 
timing of audit tests applied in the examination of the 
financial statements. 


Bee he Fu 


William H. Frank, 
Senior Vice President and 
Chief Financial Officer 


To the Board of Directors and Stockholders of 
Inspiration Resources Corporation: 


In our opinion, based upon our examinations and the re- 
ports of other independent accountants referred to below, 
the accompanying consolidated statement of financial 
position and the related consolidated statements of opera- 
tions and changes in stockholders’ equity and of changes in 
financial position present fairly the consolidated financial 
position of Inspiration Resources Corporation and its subsi- 
diaries at December 31, 1985 and 1984, and the results of 
their operations and the changes in their financial position 
for each of the three years in the period ended December 
31, 1985, in conformity with generally accepted accounting 
principles consistently applied. Our examinations of these 
consolidated financial statements were made in accord- 
ance with generally accepted auditing standards and 
accordingly included such tests of the accounting records 
and such other auditing procedures as we considered 
necessary in the circumstances. We did not examine the 
1984 financial statements of Danville Resources, Inc. 
(Danville) and Madison Resources, Inc. (Madison), and the 
1983 financial statements of Trend International Limited 
(TIL), consolidated subsidiaries from their dates of acquisi- 
tion through November 30, 1985, which statements reflect 
total assets constituting approximately 41% of consolidated 
assets at December 31, 1984 and the total of income (loss) 
from discontinued operations included in the consolidated 
statement of operations for the years ended December 31, 
1984 and 1983. These statements were examined by other 
independent accountants whose reports thereon have been 
furnished to us, and our opinion expressed herein, insofar 
as it relates to the 1984 and 1983 amounts included for 
Danville, Madison and TIL is based solely upon the reports 
of the other independent accountants. 


Vee 


153 East 53rd Street 
New York, New York 


Pye 


March 10, 1986 
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At December 31 
(in thousands) 1985 1984 
Assets 
Assets 
Cash and U.S. Treasury securities $ 26,830 $ 145,864 
Accounts receivable, less allowance for 
doubtful accounts of $6115 and $2,910 90,074 OT rot 
Inventories 228,698 175,847 
Other current assets 4,600 26,387 
Total Current Assets 350,202 445,835 
Investments 19,479 342,898 
Property, plant and equipment, net 342,018 676,766 
Other assets 18,806 26,629 
Total Assets $ 730,505 $1,492,128 
Liabilities, Minority Interest and Stockholders’ Equity 
Liabilities 
Debt due within one year $ 2,889 $ 102,850 
Accounts payable 98,561 101,167 
Accrued liabilities 87,228 72,695 
Payable to affiliate — 23,611 
Total Current Liabilities 188,678 3007323 
Long-term debt 223,536 326,099 
Other liabilities Fe Lig IV 48 (Pile 26,663 
Deferred income taxes 9,137 42,626 
Minority Interest 3,701 212,503 


Stockholders’ Equity 
Capital Stock 
Common Shares, at $1.00 stated value; authorized 79,375 shares; 
outstanding 37874 and 36,330 shares 37,874 36,330 
Class A Shares, at $1.00 stated value; authorized 29125 shares: 
outstanding 17898 shares; convertible into 


Common Shares on a one-for-one basis 17,898 17,898 
Trust Shares, at $5.56 stated value; $0.0001 par value; authorized 
16,500 shares; outstanding 7805 and 8,360 shares 43,411 46,495 
Paid-in surplus 510,596 520,801 
Currency translation adjustment (40,386) (29,946) 
Accumulated deficit eh (299,111) (7,664) 
Total Stockholders’ Equity 270,282 583,914 
Total Liabilities, Minority Interest and Stockholders’ Equity $ 730,505 $1,492,128 


See accompanying notes to the consolidated financial statements. 


Consolidated Statement of Operations 


(in thousands, except per share amounts) 


Inspiration Resources Corporation 


Years Ended December 31 


1985 1984* 1983* 
Revenues 
Net sales $1,056,056 $ 844,052 $ 738,149 
Interest and other income, net 23,992 16,677 13,434 
1,080,048 860,729 751,583 
Costs and Expenses 
Cost of sales 932,093 743,562 673,820 
Depreciation, depletion and amortization 51,110 50,436 56,648 
Exploration expense 21,089 10,898 2,947 
Selling, general and administrative expense 105,164 69,743 68,788 
Interest expense 48,375 49,435 47,809 
1,157,831 924,074 850,012 
Loss from continuing operations before 
restructuring provisions and income taxes (77,783) (63,345) (98,429) 
Restructuring provisions 
Provisions for loss on property abandonments (52,898) (15,462) (5,457) 
Provisions for economic impairment (107,612) — — 
Loss from continuing operations before income taxes (238,293) . (78,807) (103,886) 
Income tax benefits 22,025 4,030 10,040 
Loss from continuing operations (216,268) (74,777) (93,846) 
Income (loss) from discontinued operations, 
including income tax provisions of 
$9,084, $9,229, and $8177 respectively (75,179) (26,514) 11,189 
Net Loss $ (291,447) $(101,291) $ (82,657) 
Weighted Average Number of Shares Outstanding 63,081 32,581 21,647 
Earnings (Loss) Per Share: 
Continuing operations $(3.43) $(2.30) $(4.34) 
Discontinued operations (1.19) (0.81) 0.52 
Total $(4.62) $(3.11) $(3.82) 


*Restated for discontinued operations. See Note 2. 


See accompanying notes to the consolidated financial statements 


2 Consolidated Statement of Changes in Financial Position 


Inspiration Resources Corporation 


Years Ended December 31 


(in thousands) 1985 1984* 1983* 
Continuing Operations: 
Sources of Cash 
Operations: 
Net loss from continuing operations $(216,268) $ (74,777) $ (93,846) 
Add (deduct) non-cash items: 
Provisions for impairments and abandonments 160,510 15,462 Bae 
Depreciation, depletion and amortization 51,110 50,436 56,648 
Deferred taxes and other (25,672) (3,812) (4,937) 
Cash increases (decreases) from working capital items: 
Accounts receivable (7,663) 9,848 11,452 
Inventories (52,851) (45,495) 17,845 
Other current assets 21,787 (187 1:3) 2,693 
Accounts payable (2,606) 17,599 (19,977) 
Accrued liabilities 14,533 26,961 (5,563) 
Payable to affiliate (23,611) 23,611 — 
Working capital changes from acquisitions 54,356 (4,675) — 
Working capital changes of discontinued operations (7,901) jhemetess| me 
Cash from continuing operations (18,950) 11,798 (29,656) 
Proceeds from disposal of subsidiary 215,000 -- a 
Recovery of foreign pension assets 11,804 5,697 — 
Other, net 5,034 14,465 1,677 
Total Sources 212,888 31,960 (27,979) 
Uses of Cash 
Business acquisitions (76,587) (2,856) (9,891) 
Investments in discontinued operations -- (127,136) (54,500) 
Capital expenditures (43,047) (42 292) (46,987) 
Total Uses (119,634) (172,284) (111,378) 
Financing Activities 
Proceeds from equity offerings 6,827 Vig,o10 180,817 
Proceeds from long-term borrowings 413 73,855 191,834 
Reduction of long-term debt 
and debt due within one year (134,776) (117,186) (187,656) 
Net Proceeds (127,536) 136,044 184,995 
Changes in Cash and U.S. Treasury Securities 
from Continuing Operations (34,282) (4,280) 45,638 
Discontinued Operations: 
Income (loss) from discontinued operations, including loss on sale (75,179) (26,514) 11,189 
Non-cash income and expenses 100,411 41,279 hae 
Working capital changes of discontinued operations 7,901 (15.300) (572) 
Cash from discontinued operations doy los (588) 28,154 
Proceeds from equity financings, 
including amounts from former parent 37,810 131,599 54,500 
Cash at acquisition date of companies 
acquired in nonmonetary exchange _ 95,135 — 
Capital expenditures (56,132) (46,389) (24,786) 
Investments (5,386) (71,689) -- 
Net proceeds (repayments) of short and long-term debt (29,968) 43,794 (64,494) 
Business acquisitions (60,267) (96,500) — 
Other, net (3,942) 20,731 1d, echo 
Changes in Cash and U.S. Treasury Securities 
from Discontinued Operations (84,752) 76,093 6,627 
Increase (Decrease) in Cash and U.S. Treasury Securities $(119,034) AT ee ile: ob 265 


*Restated for discontinued operations. See Note 2. 
See accompanying notes to the consolidated financial statements. 
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Capital Paid-In Valuation Currency Retained 
(in thousands) Stock Surplus Allowance Translation Earnings Total 
Balance at December 31, 1982 $ 35,813 $218,804 $(19,715) $(15,171) $183,031 $ 402,762 
HBMS Special Share offering 30,594 38,729 69,323 
Common Shares issued in private placement 8,204 103,290 111,494 
Exchanges of HBMS Special Shares (1,568) 1,568 a 
Stock dividend eee 5,263 (6,747) (32) 
Currency translation adjustment (2,594) (2,594) 
Valuation allowance adjustment 19,715 19,715 
Net loss (82,657) (82,657) 
Balance at December 31, 1983 74,495 367,654 see NAT, FOR} 93,627 518,011 
Common Shares issued in Exchange Offer 12,000 61,092 73/002 
Common and Class A Shares issued in 
Subscription Offer 19,991 83,298 103,289 
Common Shares issued in Canadian 
private placements 348 2,646 2,994 
Exchanges of HBMS Special Shares (O07) 6,111 — 
Currency translation adjustment (12,181) (12,181) 
Net loss (101,291) (101,291) 
Balance at December 31, 1984 100,723 520,801 — (29,946) (7,664) 583,914 
Common Shares issued in Canadian 
private placements 989 5,838 6,827 
Exchanges of HBMS Special Shares (2,529) 2,529 
Dilution of equity in a subsidiary (18,572) (18,572) 
Currency translation adjustment (10,440) (10,440) 
Net loss (291,447) (291,447) 
Balance at December 31, 1985 $ 99,183 $510,596 $ — $(40,386) $(299,111) $ 270,282 


See accompanying notes to the consolidated financial statements 
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1. Summary of Significant Accounting Policies 


Basis of presentation: 

The consolidated financial statements of Inspiration 
Resources Corporation (the Corporation) are prepared in 
conformity with generally accepted accounting principles. 
These consolidated financial statements include the ac- 
counts of the Corporation and all majority-owned subsidi- 
aries. Investments in affiliated companies in which the 
Corporation owns 20% to 50% of the voting stock and has 
the ability to exercise significant influence are accounted for 
under the equity method. All other investments are carried 
at cost. All material intercompany transactions are 
eliminated. 


Effective July 6, 1983, the Corporation, Hudson Bay Mining 
and Smelting Co., Limited (HBMS) and Minerals and 
Resources Corporation Limited (Minorco) completed a 
reorganization in which the joint interests of HBMS and 
Minorco in Trend International Limited and Trend Exploration 
Limited (collectively Trend) and in the Inspiration Resources 
group of companies, consisting of Inspiration Consolidated 
Copper Company (ICCC), Terra International, Inc. (Terra) 
and Inspiration Coal Inc. (IC!), were consolidated into 
Inspiration Resources Corporation, a U.S. public company, 
HBMS became a wholly owned subsidiary of the Corpora- 
tion and Minorco received an equity interest in the Corpora- 
tion of approximately 60% (approximately a 46% voting 
interest). The consolidated financial statements and notes 
give effect to this reorganization of companies under com- 
mon control and all adjustments necessary to account for 
the reorganization have been reflected herein. 


On December 30, 1985, the Corporation completed the sale 
of its interest in Danville Resources, Inc. (Danville), includ- 
ing Danville’s subsidiary Adobe Resources Corp. (Adobe 
Resources), which it had acquired in a series of transac- 
tions in 1984 and 1985. Collectively these subsidiaries con- 
stituted the Corporation’s petroleum and venture capital 
segments. Accordingly, the Consolidated Statement of 
Operations and the Consolidated Statement of Changes in 
Financial Position for 1984 and 1983, and related information 
have been restated to reflect the results of operations of 
these segments as discontinued operations. See Note 2. 


U.S. Treasury Securities: 
U.S. Treasury Bills are carried at amortized cost which 
approximates market. 


Inventories: 

Metals, agricultural products, coal and all other saleable 
products are valued at the lower of cost or estimated net 
realizable value. Metal by-products are recorded at esti- 
mated net realizable value. The cost of all agricultural 
chemicals and of certain domestic metals inventories, in- 
cluding all finished goods and metals in process at refiner- 
ies, is determined using the last-in, first-out (LIFO) method. 
All other inventories are reported on the first-in, first-out 
(FIFO) basis. 


The Corporation hedges firm purchase commitments of 
copper and zinc concentrates used in production in order 
to minimize the risk of market price fluctuations. Recognition 
of gains or losses, resulting from changes in the market 
value of the futures contracts, is deferred until production is 
completed. 


Property, plant and equipment: 

Mineral properties—Exploration costs with respect to oper- 
ating and development stage mines and major mine devel- 
opment expenditures are capitalized and amortized by the 
unit-of-production method based on estimated proven re- 
serves. All other mineral exploration and development costs 
are expensed as incurred. Expenditures for projects 
deemed commercially productive are capitalized with a 
corresponding credit to earnings at the time this determina- 
tion is made. During non-operating periods, the capitalized 
costs of mineral properties are not amortized. 


Plant and equipment—Expenditures for plant and equip- 
ment additions, replacements and major improvements are 
capitalized. Related depreciation is charged to expense on 
a straight-line basis over estimated useful lives or by the 
unit-of-production method based on estimated proven re- 
serves. Maintenance and repairs are expensed as incurred. 


Foreign currency translation: 

Currency translation adjustments arise from the translation 
of the accounts of HBMS from Canadian dollars to U.S. 
dollars. Assets and liabilities have been translated at year- 
end exchange rates and income and expense items at aver- 
age rates of exchange prevailing during the year. Translation 
adjustments have been accumulated as a separate compo- 
nent of Stockholders’ Equity. 


Per share results: 

Earnings (loss) per share data are based on the weighted 
average number of Common Shares including those that 
would become outstanding after allowing for the full ex- 
change of outstanding HBMS Special Shares and conver- 
sion of outstanding Class A Shares. 


Business segments: 

Business segment information for the years ended 
December 31, 1985, 1984 and 1983, appearing on pages 
22-24 in this Annual Report, is an integral part of these 
financial statements. 


2. Discontinued Operations 


On December 30, 1985, the Corporation completed the sale 
of its interest in Danville and related assets to a wholly 
owned subsidiary of Minorco for $215 million in cash (the 
Danville Sale). This resulted in a loss of $10.3 million, includ- 
ing $5.3 million of provisions in connection with the transac- 
tion. Independent investment bankers determined the 
fairness of the purchase price. Danville’s principal asset 
was its holding of approximately 59% of the outstanding 
common stock of Adobe Resources. 


Adobe Resources and Danville constituted the Corpora- 
tion’s petroleum and venture capital segments in previously 
reported financial statements. Accordingly, prior period 
financial information has been restated to report the results 
of these previously consolidated subsidiaries as discon- 


tinued operations. Selected operating results of the petro- 
leum segment, under the full cost method of accounting, 
and the venture capital segment are as follows: 


(in thousands) 1985 1984 1983 
Total Revenues 
Petroleum $ 72,629 $58,040 $63,915 
Venture Capital 663 (5,845) — 
$°73;292) $52,195: 303,915 
Operating Income (Loss) 
Petroleum $(88,941) $16,190 $23,498 
Venture Capital 1,354 (2,304) mids 
$(87,587) $13,886 $23,498 
Net Income (Loss) 
Petroleum $(61,276) $(18,017) $11,189 
Venture Capital (3,598) (8,497) — 
Loss on Disposition (10,305) —- — 
$(75,179) $(26,514) $11,189 


In 1984 the Corporation acquired its initial interest in 
Danville in a nonmonetary transaction by exchanging its 
investment in its wholly owned subsidiary, Trend, for a 73% 
interest in Danville. Simultaneously, Danville exchanged the 
shares of Trend for a 53% interest in Madison Resources, 
Inc. (Madison), (collectively, the Danville-Madison Acquisi- 
tion). This resulted in an increase in the Corporation’s con- 
solidated cash balance of $951 million. 


In the fourth quarter of 1984, the Corporation increased its 
interest in Danville to approximately 80% through the 
exchange of 4 million shares of Madison common stock val- 
ued at $96.5 million for additional Danville shares. The Mad- 
ison shares had been acquired by the Corporation for cash 
and 12 million of the Corporation’s Common Shares. In ad- 
dition, the Corporation invested $30.6 million in additional 
Danville shares in order to maintain its equity interest. 


In June 1985, Danville acquired the petroleum operations of 
Marquest Resources Corporation (Marquest), an equity in- 
vestee, for $22.7 million in cash. In addition to $475 million 
of oil and gas properties acquired, debt of $24.8 million 
was assumed. 
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Effective October 31, 1985, Madison and Adobe Oil & Gas 
Corporation (Adobe), an equity investee, were consolidated 
into Adobe Resources (the Madison-Adobe Consolidation) 
through an exchange of stock. Danville, which had owned 
69% of the outstanding Madison common stock just prior to 
the transaction, received 59% of the outstanding Adobe 
Resources common stock. The transaction was accounted 
for as a purchase of Adobe by Madison resulting in a net 
non-cash charge of $34.4 million representing the excess of 
the purchase price allocated to the acquired proved oil and 
gas properties over the cost center ceiling limitation as 
determined under the regulations of the Securities and 
Exchange Commission. 


The Madison-Adobe Consolidation also resulted in an $18.6 
million dilution in the Corporation’s indirect investment in 
Adobe Resources due to the lower per share carrying value 
of the Adobe Resources shares compared to the Madison 
shares previously owned by Danville. As a result, Danville’s 
share of the net assets of Adobe Resources was less than 
its share of the net assets of Madison just prior to the con- 
solidation. This dilutive effect has been recorded as a re- 
duction of the Corporation’s paid-in surplus. 


Summarized pro forma results of operations, as if the 
Madison-Adobe Consolidation and the purchase of the Mar- 
quest petroleum operations had been effective January 1, 
1984, have not been provided because of the sale of Dan- 
ville by the Corporation. The assets acquired and liabilities 
assumed in connection with the acquisitions described 
above in 1985 and 1984, as well as the assets and liabilities 
disposed of in the Danville Sale, as of the measurement 
date, November 30, 1985, were as follows: 


Disposition Acquisitions 

(in thousands) 1985 1985 1984 
Current assets $ 63,768 $ 33,901 $ 99,443 
Investments 238,107 (76,589)* 190,256 
Property, plant and equipment, net 488,007 379,843 41,579 
Other assets 12,544 Too 4.883 
Debt due within one year (39,417) (3,804) (4,500) 
Other current liabilities (56,097) (34,595) (11,839) 
Long-term debt (99,202) (97,192) (19,162) 
Other liabilities (18,675) (2,954) (2,028) 
Minority interest (368,995) (146,078) (202,132) 

Total $ 220,040 $ 60,267 $ 96,500 


“Reflects the consolidation of Adobe, a former unconsolidated equity affiliate. 


3. Restructuring Provisions 


In 1985, due to a permanent structural change within the 
mining industry and in connection with the ongoing review 
of its operating plans, the Corporation abandoned a num- 
ber of its mining properties which no longer possessed fu- 
ture economic value. Reflecting the structural changes in 
the mining industry but also as a result of other events in 
1985, including the Corporation's inability to sell HBMS at a 
price deemed adequate, it was determined that certain of 
the Corporation's operating assets had been permanently 
impaired and only a portion of its investment in these assets 
would ultimately be recoverable. As a result, $160.5 million 
($142.2 million net of related Canadian tax benefits) of loss 
provisions were recorded in 1985 compared with $15.5 mil- 
lion in 1984 and $5.5 million in 1983 as follows: 


(in thousands) 1985 1984 1983 
Provisions for loss on abandonment 
U.S. metals operations $18,602) Viieeie $5,457 
Canadian metals operations 11,755 — — 
U.S. coal operations 22,541 10,189 = 
Total Abandonment Losses 52,898 15,462 5,457 
Provisions for economic impairment 
U.S. metals operations 52,099 — —- 
Canadian metals operations 40,886 — “ 
U.S. coal operations 14,627 — _ 
Total Impairment Losses 107,612 — — 
Total $160,510 $15,462 $5,457 


The provisions for loss on abandoned mining operations in- 
clude the net book value of property, plant and equipment 
and accruals for shutdown costs. During 1985, several rela- 
tively small coal and base metals properties, including re- 
lated production facilities, were abandoned in the domestic 
operations, because they were either redundant or uneco- 
nomic due to market conditions. HBMS abandoned its Tom 
Valley lead/zinc claim based on the unfavorable results of 
an economic evaluation performed during the year. In 1984 
and 1983, certain small copper and zinc projects which 
were determined to have no future economic value were 
abandoned by the U.S. metals operations. The Bailey coal 
mine was abandoned in 1984 on the expectation that 

the property could not become economically viable prior to 
termination of a related lease. 


Provisions for loss due to economic impairment were made 
against the excess of the carrying values of the affected 
mining properties, equipment and related assets over their 
net realizable values. 
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4. Business Acquisitions 


In March 1985, Terra purchased $551 million of working 
capital and $21.5 million of fixed assets of the agricultural 
products division of Sohio Chemical Company, a subsidiary 
of The Standard Oil Company of Ohio. The transaction was 
financed primarily by borrowings under the Corporation's 
long-term credit facilities. ln December 1984, Terra 
purchased ADI! Distributors, Inc., a distributor of crop pro- 
tection products and seed for $2.9 million. Had the acquisi- 
tions been effective as of January 1, 1984, on an unaudited 
pro forma basis, consolidated revenues would not have 
been materially different in 1985 and would have increased 
by $225 million in 1984. The Corporation’s consolidated net 
loss would not have been materially different in either year. 


5. Inventories 


Inventories consisted of the following at December 31: 


(in thousands) 1985 1984 
Agricultural products 
—work in process $ 5,415 $ 4071 
—finished goods 136,709 89,079 
Metals—work in process 65,526 58,499 
—finished goods 5,480 8,159 
Coal —finished goods 3,829 3,096 
Materials and supplies 11,739 12,943 
Total $228,698 $175,847 


In 1985, there were no LIFO liquidations. During 1984 and 
1983, liquidation of lower cost LIFO inventory quantities re- 
sulted in insignificant reductions of the Corporation's net 
loss. Had the FIFO method of inventory valuation been 
used, total inventories would have been $9.9 million and 
$14.3 million higher than reported amounts at December 31, 
1985 and 1984, respectively. 


6. Investments 


The Corporation's investments at December 31, 1985 are 
primarily in non-public companies carried at cost. No in- 
vestment is individually significant. Included in the total at 
December 31, 1984 is $321.3 million of investments of 
subsidiaries disposed of in the Danville Sale. 


7. Property, Plant and Equipment, net 


Property, plant and equipment consisted of the following at 
December 31: 


(in thousands) 1985 1984 
Agricultural products $ 127,896 $) 97,982 
Metals—property, plant and equipment 505,783 578,789 
—unamortized mine 
development expenditures 39,259 52303 
Coal —property, plant and equipment 86,158 123,706 
—unamortized mine 
development expenditures 1,752 1,354 
Petroleum — 305,280 
760,848 1,159,484 
Less accumulated depreciation, 
depletion and amortization (418,830) (482,718) 
Total $ 342,018 $ 676,766 
8. Debt Due Within One Year 
Debt due within one year consisted of the following at 
December 31: . 
(in thousands) 1985 1984 
Short-term borrowings $ 240 $ 98,195 
Current maturities of long-term debt 2,649 4.655 
Total $2,889 $102,850 


The Corporation and its subsidiaries have unsecured short- 
term lines of credit with banks aggregating approximately 
$119.0 million, all of which was available at December 31, 
1985. Interest is charged on borrowings under the un- 
secured lines at current money-market rates normally not in 
excess of the prime rate. Of the short-term lines of credit, 
facilities totaling $16.0 million are subject to periodic review 
by the banks and generally may be withdrawn at any time. 
Compensating balances, which are not legally restricted, 
are required under $15 million of the lines. 
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Terra’s $30 million credit arrangement, which had expired 
on December 31, 1984, plus an additional $30 million of its 
unsecured lines, were replaced in February 1985 by a $60 
million three-year, revolving credit agreement and a $5 mil- 
lion annual line. The revolving credit agreement was subse- 
quently amended and increased to $100 million in April 1985 
and the annual line was increased to $15 million. Discus- 
sions with Terra’s lenders are currently in progress to pro- 
vide for increased borrowing capacity in anticipation of 
seasonal working capital needs. Restrictions on working 
capital, net worth and borrowing apply with respect to the 
revolving credit agreement, and commitment fees of %s of 
1% are charged on the unused portion. Covenants con- 
tained in the Corporation's financing agreements were re- 
vised to increase the exclusion applicable to short-term 
borrowings of the agricultural products and services seg- 
ment from $50 million to $130 million for purposes of calcu- 
lating the maximum permitted amount of outstanding 
borrowings on a consolidated basis. 


9. Long-term Debt 


Long-term debt consisted of the following at December 31: 


(in thousands) 1985 1984 
Revolving Credit Facilities $114,500 $191,513 
Unsecured Debentures, 9% and 
102%, due 1991 and 1995 40,957 45,351 
Unsecured Notes, 894% to 10% 
due 1985 to 1998 26,492 30,100 
Unsecured Note, 12.85% due 1989 25,000 25,000 
Convertible Notes, 8.5% and 12% 
due 1986 — 19,261 
Industrial Development Bonds, at 
floating rates to 138%2%, 
due 1987 to 2011 15,000 15,000 
Other 4,236 4,529 
226,185 330,754 
Less current portion (2,649) (4,655) 
Total $223,536 $326,099 


Sinking fund and principal payments for each of the five 
years 1986 through 1990 are $2.6 million, $121.8 million, 
$6.5 million, $31.5 million and $6.5 million, respectively. The 
$114.5 million of borrowings under the Corporation's revolv- 
ing credit facility, included in the amount payable in 1987, is 
expected to be refinanced as part of the restructuring of the 
Corporation's credit arrangements. 


As of the end of 1985, the maximum commitment under the 
Corporation's revolving credit and term loan facility was 
reduced to $250 million from $425 million. In September 
1985, the Corporation and its lenders agreed to apply the 
net cash proceeds from the Danville Sale to reduce borrow- 
ings under the facility and to reduce the maximum commit- 
ment. In addition, it was agreed that borrowings under the 
facility, which were to convert to a four-year term loan in 
1988, will become due on April 1, 1987 Financial covenants 
contained in this facility and other debt agreements were 
modified to exclude the impact of the Madison-Adobe 
Consolidation and losses resulting from property abandon- 
ments, economic impairments and the Danville Sale. Pricing 
under the revised arrangement was unchanged from the 
original agreement. The Corporation and its lenders intend 
to commence renegotiation of this arrangement during the 
first quarter of 1986 in order to structure a facility suitable to 
the Corporation’s projected needs. Although failure to 
restructure this facility could have a significant adverse 
effect, the Corporation believes that a satisfactory 
arrangement will be reached. 


The loan agreement provides for floating-rate interest on out- 
standing borrowings under alternative rate-setting options 
based on prime, LIBOR and/or certificate of deposit rates. 
During the year, the minimum and maximum interest rates 
on borrowings under these facilities were 816% and 1311%, 
respectively. The loan agreement imposes a commitment 
fee of %e of 1% on unused portions and contains restrictions 
on the Corporation with respect to investments, liens and 
sales of assets and requires compliance with certain finan- 
cial tests on a consolidated basis. At December 31, 1985, 
the Corporation was in compliance with all covenants under 
its debt financing agreements. 


Interest rates on $55 million of borrowings under the Corpo- 
ration’s $250 million revolving credit agreement are covered 
by two interest rate swap agreements. These agreements 
fix the interest rate at 12.42% on $25 million of borrowings 
through March 1988, and at 11.9% on $30 million through 
February 1990. Restrictions imposed by the swap agree- 
ments, as well as those imposed by the Corporation's sepa- 
rate $25 million 12.85% Unsecured Note, conform to the 
revised covenants contained in the $250 million revolving 
credit agreement. 


At December 31, 1985, $1641 million of a total of $278.6 mil- 
lion of long-term credit facilities in place were available for 
future use. The available facilities include $28.6 million relat- 
ing to HBMS, expiring in 1988, with rates similar to the cor- 
porate facilities. Interest expense, as reported, is net of 
amounts capitalized on major construction projects. The 
amounts capitalized have not been significant. 


10. Commitments and Contingencies 


The Corporation and its subsidiaries are committed to var- 
ious noncancelable, operating leases for offices, mining and 
related equipment, and storage facilities expiring at various 
dates through 1998. Aggregate minimum rental payments 
are as follows: 


(in thousands) 
1986 $ 9,658 
1987 7,447 
1988 5,407 
1989 3,242 
1990 2,309 
1991 and thereafter 10,810 
Total $38,873 


Total rental expense under all leases, including short-term 
cancelable, operating leases, was approximately $14.2 
million, $11.5 million and $11.2 million for the years ended 
December 31, 1985, 1984 and 1983, respectively. 


The Corporation is self-insured for a significant portion of 

ICl’s compensation claims with respect to traumatic injury 

and Black Lung disease. Traumatic injury claims are 

charged to operations in the year of occurrence. Antici- 

pated Black Lung claims, based on an actuarial study, are 
“provided for by annual charges to operations. 


At December 31, 1985, the Corporation is a guarantor of 
$11.3 million of debt of an unconsolidated affiliate. 


11. Capital Stock 


The Common Shares and Class A Shares, which have no 
par value, have a stated value of $1.00 per share and the 
Trust Shares have a stated value of $5.56 per share includ- 
ing a par value of $0.0001 per share. Holders of Common 
Shares and Trust Shares are entitled to one vote and holders 
of Class A Shares to one-tenth of one vote per share voting 
together as a class. Holders of Common Shares and Class 
A Shares are entitled to share equally, on a per share basis, 
in dividends and other distributions by the Corporation. 
Each Class A Share is convertible at any time, at the option 
of the holder, into one Common Share. 


The Trust Shares underlie the HBMS Special Exchangeable 
Non-voting Shares (HBMS Special Shares) on a share-for- 
share basis. Generally each HBMS Special Share is 
exchangeable, at the option of the holder, for one Common 
Share of the Corporation prior to the automatic exchange 
date (July 6, 1993, unless extended by HBMS). Holders of 
HBMS Special Shares generally have no voting rights in 
HBMS, but through the Trust Shares each HBMS Special 
Share has a vote equivalent to one Common Share of the 
Corporation. Holders of the HBMS Special Shares are enti- 
tled to receive from HBMS the equivalent of any dividend 
declared and paid on the Corporation’s Common Shares. 


On August 9, 1983, HBMS sold in Canada 5.5 million units, 
each consisting of one HBMS Special Share and one-half 
HBMS Special Share Purchase Warrant (HBMS warrant), 
for net proceeds of $69.3 million. On the same day, Minorco 
acquired 4.3 million Common Shares, 3.9 million Class A 
Shares and 41 million warrants of the Corporation for an ag- 
gregate consideration of $111.5 million. Each HBMS warrant 
entitles the holder to purchase 1.074 HBMS Special Shares 
and each Corporation warrant permits the holder to acquire 
either one Common Share or Class A Share on or before 
August 9, 1986. The HBMS warrants are exercisable at 
$Cdn 19.09 per share and the Corporation warrants at 
$15.25 per share. 
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In November 1984, the Corporation exchanged three 
Common Shares and $5.00 for each of 4 million shares of 
outstanding Madison common stock (the Exchange Offer). 
In December 1984, the Corporation sold 10.8 million Com- 
mon Shares and 9.2 million Class A Shares pursuant to 
separate offers to all holders of its Common Shares and 
HBMS Special Shares, and of its Class A Shares (the Sub- 
scription Offers). In the Subscription Offers, holders of out- 
standing Common Shares and HBMS Special Shares were 
given the right to purchase, for $519 per share, two Com- 
mon Shares for every three Common and HBMS Special 
Shares held. Minorco was given the right to subscribe for 


additional Class A Shares on the same terms based on its 
Class A Share holdings and was also given the option to 
acquire Class A Shares instead of Common Shares in the 
Subscription Offers. Minorco elected to purchase 9.9 million 
Common Shares and 9.2 million Class A Shares, which 
were sufficient to maintain its 45% voting and 59% equity 
interests after the Exchange and Subscription Offers. 


At December 31, 1985, 34.2 million Common Shares were 
reserved for issuance upon conversion of Class A Shares, 
exchange of HBMS Special Shares and exercise of warrants 
and options of the Corporation. 


A summary of changes in the Corporation's capital stock issued and outstanding follows: 


Common Shares Class A Shares Trust Shares Total 
Stated Stated Stated Stated 
(in thousands) Shares Value Shares Value Shares Value Shares Value 
December 31, 1982 6,956 $ 6,956 4,644 $ 4,644 4,354 $24,213 15,954 $ 35,813 
HBMS Special Share Unit Offering = — == 5,500 30,594 5,500 30,594 
Minorco share purchase 4,297 4,297 3,907 3,907 — — 8,204 8,204 
Exchanges of HBMS Special Shares 344 344 — — (344) (1,912) <= (1,568) 
2% stock dividend 231 231 el i. 189 1,050 591 1,452 
December 31, 1983 11,828 11,828 8,722 8,722 9,699 53,945 30,249 74,495 
Exchange Offer 12,000 12,000 _ a 3 = 12,000 12,000 
Subscription Offers 10,815 10,815 9,176 9,176 — — 19,991 19,991 
Canadian private placements 348 348 o —- == — 348 348 
Exchanges of HBMS Special Shares 1,339 1,339 — — (1,339) (7,450) — (6sata) 
December 31, 1984 36,330 36,330 17,898 17,898 8,360 46,495 62,588 100,723 
Canadian private placements 989 989 _ — — — 989 989 
Exchanges of HBMS Special Shares 555 555 — eS (550) (3,084) = (2,529) 
December 31, 1985 37,874 $37,874 17,898 $17,898 7,805 $43,411 63,577 $ 99,183 


12. Stock Options 


The Corporation's 1983 Stock Option Plan authorizes the 
granting, to key employees, of options to purchase a maxi- 
mum of 1,530,000 Common Shares at fair market value on 
the date of grant. Options generally may not be exercised 
prior to one year or more than ten years from the date of 
grant. At December 31, 1985 and 1984, 462,500 and 
967140 Common Shares were available for grant. A sum- 
mary of changes in stock options outstanding under the 
Corporation's 1983 Stock Option Plan follows: 


Shares Price Range 
Under Options Per Share 
Balance at December 31, 1983 266,730 $11.15 to $13.11 
Granted 322,800 5.25 to WSs 
Expired 26,670 S26 tor wen 
Balance at December 31, 1984 562,860 5.25 to Seid 
Granted 536,000 5.00 to 5.63 
Expired 31,360 5.00 to 11.38 
Balance at December 31, 1985 1,067,500 $ 5.00 to $13.11 
Exercisable at December 31: 
1983 — — 
1984 247,860 $11.15 to $13.11 
1985 539,750 $ 5.25to $13.11 


In addition, options to purchase 24,632 Common Shares at 
$Cdn 15.77 per share, expiring in 1987 and 5,865 Common 
Shares at $Cdn 1772 per share, expiring in 1988, were out- 
standing and exercisable at December 31, 1985 under the- 
HBMS 1981 Share Option Plan. No additional options may 
be granted under the HBMS 1981 Share Option Plan. 


13. Interest and Other Income, net 


Interest and other income, net consisted of the following for 
the years ended December 31: 


(in thousands) 1985 1984 1983 
Interest income $10,819 $ 9,459 $ 6,759 
Fertilizer service revenue 7,491 Bey Aer 
Other, net 5,682 3,997 2,548 

Total $23,992 $16,677 $13,434 


14. Retirement Plans 


The Corporation and its subsidiaries maintain noncontribu- 
tory pension plans that cover substantially all salaried and 
hourly employees. The Corporation accrues pension costs 
based upon periodic independent actuarial valuations for 

each plan and generally funds these costs as they accrue. 


The total cost of plans, including amortization of past ser- 
vice costs over periods not exceeding 40 years, was ap- 
proximately $2.2 million in 1985, $2.7 million in 1984 and 
$4.4 million in 1983. As a result of gains generated by 
annuity purchases and investment returns, $11.8 million and 
$5.7 million of excess funds of certain Canadian plans re- 
verted to HBMS in 1985 and 1984, respectively. These 
amounts and the excess of remaining plan assets over the 
present value of accumulated plan benefits are being amor- 
tized over a ten year period and had the effect of reducing 
pension expense by $3.3 million, $1.7 million and $1.7 mil- 
lion in 1985, 1984 and 1983, respectively. Changes in the 
rate of investment return and wage progression assump- 
tions in certain domestic plans reduced 1984 pension ex- 
pense by an additional $1.4 million. Based upon the most 
recent actuarial valuations, the actuarial present value of 
accumulated plan benefits and the plan assets available for 
benefits were as follows: 


(in thousands) 1985* 1984 
Actuarial present value of accumulated 
plan benefits as of January 1: 
Vested $ 75,626 $117,558 
Nonvested 7,756 7,936 
$ 83,382 $125,494 
Plan assets available for benefits $102,742 $134,113 


*Reflects the January 1985 purchase of annuities by HBMS to eliminate a por- 
tion of its pension obligations, reducing plan liabilities and plan assets by 
approximately $37 million and $26 million, respectively. 


The assumed rates of return used in determining the actu- 
arial present value of plan benefits ranged from 7% to 8% in 
1985 and 1984, except that certain pension plan obliga- 
tions, covered by a dedicated portfolio of securities, were 
determined using the 11.76% return on those securities. 
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Pension expense for union employees covered by retirement 
plans administered by the Trustees of the United Mine 
Workers of America Health and Retirement Fund is not sig- 
nificant. The relative position with respect to plan assets 
and accumulated plan benefits in this multi-employer plan 
has not been determined. 


The Corporation also provides health care and life insur- 
ance benefits for retired employees of certain domestic sub- 
sidiaries. Substantially all employees of these subsidiaries 
reaching normal retirement age while working for the Corpo- 
ration become eligible for such benefits. The costs of such 
benefits for approximately 1,000 retirees, along with the 
costs of similar benefits for approximately 3,500 active em- 
ployees, are charged to expense as paid based on actual 
claims or for related insurance coverage. The cost of pro- 
viding these benefits totaled $91 million in 1985 and $9.7 
million in 1984. 


15. Income Taxes 


The Corporation is in a loss position on a consolidated 
basis for U.S. Federal income tax purposes and does not 
record future income tax benefits. Income taxes have not 
been provided on the unremitted earnings of subsidiaries 
not consolidated for income tax purposes since such earn- 
ings either are deemed to be permanently reinvested or are 
able to be remitted on a tax-free basis. Income taxes in- 
cluded in the following analyses include state income taxes 
of domestic subsidiaries and Canadian income taxes of 
HBMS. 


Components of U.S. and foreign income taxes are as 
follows: 


(in thousands) 1985 1984 1983 
Benefit of (provision for) 
income taxes: 
Current —U.S. $ (437) $ 526 $ 290 
—Canadian — (112) 694 
Deferred—u.S. (219) (147) 214 
—Canadian 22,681 3,763 8,842 
Total $22,025 $4,030 $10,040 


Deferred income taxes result from differences in the timing 
of deductions and recognition of income for financial re- 
porting and income tax purposes. An analysis of the de- 
ferred income tax provision is as follows: 


(in thousands) 1985 1984 1983 
Restructuring provisions $18,253 $= $ — 
Depreciation and depletion 5,413 7 A63 7,268 
Amortization of mine 

development (2,915) (3,229) (1,968) 
Exploration expenditures (3,668) 1,766 1,289 
Current and past losses —- (4,691) 1,074 
Recovery of pension 

assets 3,580 2,184 = 
Other 1,799 123 1,393 

Total $22,462 $ 3,616 $ 9,056 


Loss from continuing operations before income taxes Is as 
follows: 


(in thousands) 1985 1984 1983 
United States $(172,609) $(70,904) $(103,163) 
Foreign (65,684) (7,903) (723) 

Total $(238,293) $(78,807) $(103,886) 


Reconciliation of the U.S. Federal statutory income tax rate 
to the effective income tax rate is as follows: 


1985 1984 1983 
Statutory income tax (recovery) 
rate (46.0)%  (46.0)%  (46.0)% 
Unrecognized tax effect of losses S221 24.6 39.0 
Taxable gain on exchange of 
investment in subsidiaries —_ Brae = 
Non-deductible expenses 3.8 Ste 1.4 
Difference between U.S. and 
foreign tax rates (1.7) (0.3) (6.8) 
Historical deferred tax credit rates 4.2 — ies) 
Dividends from foreign subsidiary _— a= 44 
Other (1.6) (4.6) (3.0) 
Effective income tax 
(recovery) rate (9.2)% (5.1)% (9.7)% 


At December 31, 1985, the Corporation had unrecorded net 
operating loss carryforwards for financial statement pur- 
poses of approximately $436 million and for tax purposes 
approximately $385 million, expiring in varying amounts 
from 1992 through 2000. It also had unrecorded investment 
tax credit carryforwards of approximately $15 million, expir- 
ing in varying amounts from 1989 through 2000 and an un- 
recorded capital loss carryforward of approximately $140 
million, expiring in 1990. 


Unaudited Supplemental Information 


Impact of Inflation 


The Financial Accounting Standards Board requires the fol- 
lowing unaudited supplemental information regarding the 
effects of inflation on certain financial information. The pres- 
entation attempts to reflect the effects of changes in specific 
prices of resources used in operations by measuring and 
reporting these resources at the current costs to purchase 
or produce them rather than the historical cost amounts 
actually expended to acquire them. 


In preparing the following data, the financial statements of 
HBMS were translated into U.S. dollars with the effects of 
inflation calculated using the U.S. consumer price index. 
Current costs of inventories and expenses are based on 
Current production and manufacturing costs. All other 
amounts have been adjusted using specific pricing indices. 
Tax provisions and benefits have not been adjusted for the 
impact of inflation since current tax law does not permit 
adjustments to taxable income arising from current cost 
accounting methods. 


1984 
1985 Current 
Historical 1985 Cost In 
Dollars As Current 1985 
Reported Cost Dollars 
Revenues $1,080,048 $1,080,048 $ 891,993 
Cost of Sales 932,093 948,208 765,804 
Depreciation, Depletion and Amortization 51,110 101,447 94,545 
Other Costs and Expenses 335,138 335,138 150,766 
Loss Before Tax (238,293) (304,745) (119,122) 
Tax Benefit 22,025 22,025 4,176 
Net Loss from Continuing Operations $ (216,268) $ (282,720) $ (114,946) 
Purchasing Power Gains on 
Net Monetary Liabilities $ 13,272 $ 13,228 
Increase in Current Cost 
of Inventories and Property, Plant 
and Equipment, net $ 53,148 $ 54,094 
Increase in 1985 Current Cost Dollars (2,879) (37,691) 
Excess of Increase in 
Current Cost over the Effect } 
of General inflation $ 50,269 $ 16,403 
ee oe ee eee Pee eee ee ee ee 
Balance Sheet Data: 
Inventories $ 228,698 $ 238,507 $ 194,949 
Property, Plant and Equipment, net $ 342,018 $ 439,580 $ 867,250 
Net Assets $ 270,282 $ 379,526 $ 770,442 
Cumulative Translation Adjustment Se ANILI 4 $ 9,115 
Comparative Data: 1985 1984 1983 1982 1981 
Revenues (In 1985 Dollars) $1,080,048 $891,993 $812,032 $820,890 $1,007,102 
Market Price (In 1985 Dollars) 5.00 4.80 12.15 (a) (a) 
Average U.S. Consumer Price Index 322.2 Sie! 298.4 289.1 272.4 


(a) The Common Shares of the Corporation began trading publicly on July 6, 1983. 


As presented above, the impact of inflation on the Corpora- 
tion is most evident through higher depreciation provisions, 
reflecting the increase in the current cost of property, plant 
and equipment over historical cost. This result is especially 
pronounced on-capital intensive companies, such as those 
in the extractive industries. Partially offsetting this impact, 
however, are purchasing power gains reflecting the Corpo- 
ration’s net monetary liability position. Such gains arise 


through the ability to repay liabilities with dollars of lower 
purchasing power during periods of inflation. 


This information is at best imprecise because of the meth- 
odology involved and subjectivity required in calculating 
the data. Accordingly, it should not be considered indicative 
of the current or future operating results of the Corporation. 
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Mining and Other Information 

Mineral reserves are commercially recoverable quantities, 
estimated on the basis of geological, geophysical and engi- 
neering data. Proven reserves are those with a reasonably 
high degree of certainty of being mined from known de- 
posits by either primary or improved methods. Probable 


ment and production occur, or as mining, economic or other 
conditions and technology change. Information with respect 
to mineral reserves, production and sales prices of the Cor- 
poration's wholly owned subsidiaries in the metals and coal 
segments, as well as revenues and related information with 

respect to its agricultural products and services operations, 


reserves are less well defined than proven reserves. Esti- is as follows: 


mates of reserves can increase or decrease as develop- 


Metals (quantities in thousands) 1985 1984 1983 1982 1981 
Mine Production 
Commodities Exchange Pied Stee 
Copper Prices Ore and waste mined (tons) 42,195 41,420 38,720 So oer 41,714 
Ore mined (tons) 17,268 15,749 15,002 15,665 WAT Aste) 
$120 Copper (%) 0.523 0.499 0.515 0.527 0.502 
Zinc (%) 0.066 0.073 ét — = 
Silver (oz./ton) 0.051 Onital 0.091 0.084 0.009 
100 Canada 
Ore mined (tons) 1,838 1,827 1,845 1,798 1,935 
Copper (%) 2.36 2.47 ERPS) 21S 2.01 
S Zinc (%) 2.68 2.48 2.60 2.16 2.34 
& 80 Gold (oz./ton) 0.045 0.044 0.041 0.043 0.034 
= Silver (0z./ton) 0.547 0.631 0.501 0.529 0.486 
E) Metal Production 
= 60 United States 
3 Refined Copper (Ibs.) 154,446 169,608 162,245 152376 144,017 
S Zinc in concentrates (|bs.) 21,996 23,071 = = — 
Silver (0Z.) 881 IESE eel 1,224 265 
40 Canada 
Refined Copper (Ibs.) 145,237. 141,716 146986 121,264 148,267 
Slab Zinc (Ibs.) 186,238 174908 163,480 122865 149,194 
90 Gold (0z.) 69 69 15 70 65 
3} 92 83 Bd 85 Silver (02z.) 1,390 1,320 “pour 1,360 1,267 
High Proven & Probable Mineral Reserves at December 31 
; Average Active Mines 
Low Flin Flon/Snow Lake- 
Underground (tons) 11,379 13,630 14,216 17,280 18,950 
Copper (%) 2.38 2.60 2.52 2.52 2.50 
London Metal Exchange Zinc (%) 4.08 3.50 3.59 2.83 2.78 
Zinc Prices Silver (oz./ton) 0.64 0.57 0.59 0.52 0.52 
$0.60 Gold (0z./ton) 0.043 0.041 0.041 0.035 0.035 
Inspiration Mines- 
Open Pit (tons) 240,002 250,703 189,695 191,529 220,673 
Copper (%) 0.53 0.55 0.52 0.54 0.51 
0.90 Other-Underground (tons) 2,649 4,098 2,899 1,946 2,046 
Copper (%) 0.21 0.14 0.22 0.35 0.35 
Zinc (%) _ 0.79 — — — 
0.40 Silver (0z./ton) 4.59 3.02 4.63 5.18 ar Wa 
eS Inactive Mines 
& Underground (tons) 6,919 13,382 She pmlors) 30,931 30,964 
= Copper (%) 1.48 0.29 1.23 1.20 1.25 
> 0,30 Zinc (%) 2.11 6.52 2.57 2.63 2.33 
Lead (%) _ 5.14 2.08 2.22 eat 
Nickel (%) 1.00 -- — — _ 
0.20 Silver (oz./ton) 0.34 1.85 0.73 0.75 0.71 
Gold (0z./ton) 0.038 0.012 0.002 — — 
Open pit _ = S502 NS SCL S502 
Copper (%) _— — 0.36 0.36 0.36 
mm ai 90 89 a4 a Average Market Price 
z Copper (¢/lb.)® 60.99 61.32 71.90 65.82 78.66 
High Zinc (¢/Ib.) 35.46 41.74 34.73 33.73 38.93 
Average Gold ($/oz.) 317.36 360.36 424.18 376.23 459.02 
Low Silver ($/0z.)) 6.14 8.15 11.46 7.95 10.53 


(1) Includes Corporation's 44% interest in Trout Lake mine. 
(2) New York Commodity Exchange (Comex) prices. 
(3) London Metal Exchange cash prices. 


Agricultural Products 
and Services 


Coal 


(revenues in thousands) 1985 1984 1983 1982 1981 
Total Revenues 
Fertilizers $222,390 $168,381 $120,257 $126,410 $158,688 
Crop Protection Products 291,468 171,688 140,841 157,008 165,636 
Seed 27,220 19,492 13}919 11,949 11,967 
Other 47,033 16,843 15,923 21,306 24,680 
Total $588,111 $376,404 $290,940 $316,673 $360,971 
% from own production 13:1 29.2 24.9 24.3 30.5 
Number of outlets 252 125 101 102 100 
(tons in thousands) 1985 1984 1983 1982 1981 
Production 
Harman 1,149 914 287 640 864 
Sovereign ite 616 380 426 562 
Bailey — — 58 259 307 
Wheelwright 841 738 424 425 671 
Total " 2,762 2,265 1,149 15750 2,404 
Reserves ; 
Harman 24,686 24582 25,183 25.434 é 
Sovereign 14,278 “d4770 is, 270)- 15j692 : 
Bailey oo — R029 eee @) 
Wheelwright 72,288 72,188 37,741 38,896 4 


Total 491,252. 11,540 85,214 87,239 2) 


Sales Statistics 


Average Selling Price ($ per ton) $33.03 $32.34 $33.72 $40.41 $37.51 


(1) Inspiration Coal’s share of production from these operations since their acquisition was 
approximately 50% of production in 1981 and 100% in subsequent years. 


(2) In 1982 standard parameters for calculating reserves based on U.S. Bureau of Mines 
criteria were used for the first time. The 1981 reserves would not have differed materi- 
ally from 1982 reported reserves if they had been calculated on the present basis. The 
initial investment in coal was acquired in 1981. 
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Selected Quarterly Financial and Stock Market Data‘) 


(in thousands, except per 


share data and stock prices) March 31 June 30 Sept. 30 Dec. 31 
1985 
Total revenues $207,673 $494,301 $203,113 $ 174,961 
Gross profit $ (5,163) $ 51,771 $ 4,629 $ 527 
Net Income (loss): 
Continuing operations™ $ (27,883) $ 14,873 $ (26,486) $(176,772) 
Discontinued operations (1,645) 3,474 (2,311) (74,697) 
Total $ (29,528) $ 18,347 $ (28,797) $(251,469) 
Earnings (loss) per share: 
Continuing operations” $ (0.44) 5, 30:23 $ (0.42) $ (2.80) 
Discontinued operations® (0.03) 0.06 (0.04) (1.18) 
Total $ (0.47) $ 0.29 $ (0.46) $ (3.98) 
Common stock price: 
High Se) 2.50 $ 6.13 $- ‘5.50 $ 5.13 
Low $ 3.88 $ 4.88 $ 4.25 $ 4.25 
a SS re 
1984 
Total revenues $182,072 $332,478 $195,814 $ 150,365 
Gross profit $ 3,700 $132;999 $ 3,598 $ (1,141) 
Net Income (loss): 
Continuing operations” $ (17,598) $ (937) $ (17,643) $ (38,599) 
Discontinued operations‘ 2363 1,410 (1,919) (28,368) 
Total Si to,235) $ 473 $ (19,562) $ (66,967) 
a ee ES SS ee re 
Earnings (loss) per share: 
Continuing operations $ (0.58) $ (0.03) $ (0.59) $ (0.98) 
Discontinued operations? 0.08 0.04 (0.06) (0.72) 
Total $ (0.50) ope, GOEOR $ (0.65) S  iG.70) 
Common stock price: 
High So W225 Oe Wes $ 8.00 $ 6.75 
Low Se 38 $ 7.63 $ 6.7/5 $ 4.13 


a 


(a) Restated for discontinued operations. See Note 2. 


(b) Includes approximately $142.2 million, net of related tax benefits, ($2.23 per share) and $15.5 million ($0.39 per share) of restructuring provisions 


in the fourth quarter of 1985 and 1984, respectively. 


(c) Includes approximately $70.0 million ($110 per share) and $14.7 million ($0.37 per share) of unusual charges in the fourth quarter of 1985 and 


1984, respectively. 


(d) Quarterly earnings (loss) per share amounts do not equal the full year amount as a result of the issuance of additional shares in the fourth quarter 


of 1984 


Stockholders and Dividends 


The Corporation's Common Shares are traded principally 
on the New York Stock Exchange. Its Class A Shares are 
not traded publicly and the HBMS Special Shares are not 
traded publicly in the United States. The Class A Shares are 
convertible into, and HBMS Special Shares are exchange- 
able for, Common Shares of the Corporation. 


At February 28, 1986, 38.6 million Common Shares were 
outstanding and held by 7784 stockholders, 179 million 
Class A Shares were outstanding and held by a single 


stockholder, and 72 million Trust Shares were outstanding 
and held by the trustee thereof. In addition, 10.0 million 
HBMS Special Shares were outstanding and held by 4,284 
stockholders, including 2.8 million HBMS Special Shares 
held by the Corporation. 


The Corporation paid a 2% stock dividend on December 21, 
1983 on its Common Shares and Class A Shares. HBMS 
paid an equivalent dividend on its Special Shares on the 
same date. No other dividends have been paid by the 
Corporation since inception. 


Financial Summary 


a a PEE eI DoE IA BITE IE eee EET 


(in thousands, except per 


share data) 1985 1984 1983 1982 1981 
Financial Position 
Working capital $ 161,524 $ 145512 $ 135,319 $ 65,782 $ 169,318 
Total assets 730,505 1,492,128 ane bol atag ical 1,092,274 1,128,080 
Capital employed 541,827 1,191,805 926,788 858,948 950,443 
Long-term debt 223,536 326,099 350,901 387,998 378,838 
Stockholders’ equity $ 270,282 $ 583,914 cy enuse Ou) $ 402,762 $ 437,453 
Results of Operations® 
Revenues $1,080,048 $ 860,729 Mie fhanlsyets) $ 736,102 $ 850,914 
Costs and expenses") 1,318,341 939, 536 855,469 846,929 876,415 
Benefit of (provision for) taxes 22,025 4,030 10,040 23,308 (4,841) 
Loss before discontinued operations 
and extraordinary item (216,268) (74,777) (93,846) (87,489) (30,342) 
Discontinued operations (75,179) (26,514) 11,189 1S) 147 17,290 
Extraordinary item -— a= — 44979 — 
Net loss $ (291,447) $ (101,291) $ (82,657) $ (27,363) $ (13,052) 
Earnings (loss) per share: 
From continuing operations 
before extraordinary item $(3.43) $(2.30) $(4.34) $(5.37) $(1.86) 
Discontinued operations (1.19) (0.81) 0.52 0.92 1.06 
Extraordinary item _ — = eta == 
Total $(4.62) SSA) $(3.82) $(1 68) $(0.80) 
Capital Expenditures 
Continuing operations $ 43,047 $ 42292 $ 46,987 $ 88,804 $ 141,361 
Discontinued operations 56,132 46,389 24,786 27,705 56,453 
Total $ 99,179 $ 88,681 Nh /ahearhriee) $ 116,509 $ 197,814 


(a) Restated for discontinued operations. See Note 2. 


(6) Includes restructuring provisions of $160.5 million, $15.5 million and $5.5 million in 1985, 1984 and 1983, respectively. 
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Officer 

Lloyd R. Nilsen 

President and Chief Operating Officer 
Stuart R. Horne 

Senior Vice President-Investments 
Peter L. Martin 

Vice President-Exploration 

Fred Keul 

Treasurer 

Yasmin Sunder} 

Secretary 


Officers 


Reuben F Richards 

Chairman of the Board, 

President and Chief Executive Officer 
Richard R. Davis 

Senior Vice President and General Counsel 
Adrian M. Doull 

Senior Vice President and Group Executive 
William H. Frank 

Senior Vice President and 

Chief Financial Officer 

J. Blair Howkins 

Senior Vice President and Group Executive 
M. Brian O'Shaughnessy 

Senior Vice President, Marketing 

Evert T. Bron 

Vice President, Technical 

Kenneth C. Brown 

Vice President, Planning and Development 
Michael B. Smith 

Vice President, Finance 

Clifford H. R. DuPree 

Corporate Secretary and 

Assistant General Counsel 

John H. Melville 

Treasurer 


Inspiration Coal Inc. 

Harold S. Schwartz 

President and Chief Executive Officer 
T. Michael Young 

Executive Vice President 

John E. Nypaver 

Vice President, Production 
Joseph A. Gaviola 

Vice President, Marketing 
Steven R. Poxon 

Vice President, Finance 

Gary W. Callahan 

Secretary and General Counsel 


Inspiration Resources Marketing 
Corporation 

M. Brian O'Shaughnessy 

President and Chief Executive Officer 

W. Michael Fien 

Senior Vice President, Copper and Trading 
Brian E. Disbury 

Vice President, Raw Materials 

Virginia M. Hauser 

Vice President, Copper Sales 


HBMS Marketing Division 
John D. Purvis 
Vice President, Zinc 


Alan G. Bolton 
Assistant Vice President, Zinc 


Corporate Data 


Inspiration Resources Corporation 
Executive Offices: 

250 Park Avenue 

New York, New York 10177 
Telephone: (212) 503-3100 

Telex: 291533 IRC UR 


Subsidiary Companies 

Hudson Bay Mining and Smelting 
Co., Limited 

PO. Box 28 

Toronto-Dominion Centre 

Toronto, Ontario, Canada 
M5K 1B8 


Inspiration Coal Inc. 

Suite 475 

9111 Cross Park Drive 
Knoxville, Tennessee 37923 


Inspiration Consolidated Copper 


Company/Inspiration Mines Inc. 


POS Box V ie: . 
Claypool, Arizona 85532 


Inspiration Resources Marketing 
Corporation 

250 Park Avenue 

New York, New York 10177 


Terra International, Inc. | 
Terra Centre ) 
600 Fourth Street 

Sioux City, lowa 51101 


Annual Meeting 

The annual meeting of stockholders 
will be held at 9:00 a.m. on May 14, 
1986 at Chemical Bank, 55 Water 
Street, New York, New York. 


Stock Exchanges 

Inspiration Resources Common 
Shares (ticker symbol: IRC) are 
listed on the New York and Toronto 
Stock Exchanges. HBMS Special 
Shares (symbol: HBM.S T) and 
Warrants (Symbol: HBM.WT T) 
are listed on the Toronto 

Stock Exchange. 


Transfer Agents and Registrars 

Common Shares; 

Morgan Guaranty Trust Company 
of New York 

30 West Broadway 

New York, New York 10015 


Form 10-K 

Further information concerning 
Inspiration Resources Corporation 
is contained in the Form 10-K an- 
nual report of Inspiration Resources 
Corporation for the fiscal year 
ended December 31, 1985 filed with 
the Securities and Exchange Com- 
mission. A copy of the Form 10-K 
annual report will be made available 
to stockholders without charge 
upon written request addressed to 
the Corporate Affairs Department 

at the executive offices. 


Inquiries 

Corporate Affairs Department 
250 Park Avenue 

New York, New York 10177 
Telephone (212) 503-3115 


Common Shares, HBMS Special Shares 


and HBMS Warrants: 
Montreal Trust Company 
15 King Street West 
Toronto, Ontario, Canada M5H 1B4 
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